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Preface 

The National Educational Finance Project was initiated by 
the United States Office of Education in June, 1968 and the 
planned termination date was May 31, 1972. The Project was 
funded for approximately $2,000,000. All of this sum was pro- 
vided by the Office of Education with the exception of $176,000 
which was allocated by the Department of Agriculture for the 
purpose of studying the financing of the School Food Service Pro- 
gram. This is the first comprehensive national study of school 
finance since 1933. 

The purposes of the National Educational Finance Project 
were to: (1) identify the dimensions of educational need in the 
nation ; (2) identify target populations with special educational 
needs; (3) measure cost differentials among different educational 
programs; (4) relate the variations in educational needs and 
costs to the ability of school districts, states and the federal gov- 
ernment to support education ; (6) analyze economic factors af- 
fecting the financing of education; (6) evaluate present state and 
federal programs for the financing of education; and (7) con- 
struct alternative school finance models, both state and federal, 
and analyze the consequences of each. 

The National Educational Finance Project was designed as a 
cooperative research project. The state departments of all fifty 
states have participated in the project by providing the informa- 
tion requested by project researchers. 

The project was administered through the Florida State De- 
partment of Education and the University of Florida at Gaines- 
ville. The central staff was located at the University of Florida. 

vii 
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A Project Committee was appointed to develop the research de- 
sign for the project, to set policies and to assist in doing the re- 
search. Following were the members of the Project Committee: 
Edgar L. Morphet, University of California, Berkeley ; Erick L. 
Lindman, University of California, Los Angeles; William Mc- 
Lure, University of Illinois; J. Alan Thomas, University of Chi- 
cago; and James A. Kelly, Teachers College, Columbia Univer- 
sity. 

An Advisory Committee y/as appointed to provide liaison with 
certain organizations that were doing research relevant to school 
finance. The members of that committee were: Will Myers, Ad- 
visory Committee on Inter-governmental Relations ; Eugene Mc- 
Loone (later replaced by Jean Flanigan), National Education 
Association; Henry Cone, Education Commission of the States; 
and James Gibbs, United States Office of Education. 

Since this project deeply involved all fifty state education 
agencies, there was a need for direct counsel and advice from 
these agencies. Therefore, nine states dispersed throughout the 
forty-eight adjacent states were selected as a representative 
sample and the chief state school officer of each of these states 
was requested to name a member of a Coordinating Committee 
to provide direct contact with state departments of education. 
The members of this committee were : Herman 0. Myers, Flor- 
ida; Thomas P. Wilburn, Michigan; S. Walter Harvey, Minne- 
sota; Paul R. Fillion, New Hampshire; John W. Polley, New 
York; Delos D. Williams, Oregon; T. B. Webb, Tennessee; 
Warren Hitt (succeeded by M. L. Brockette), Texas; and Walter 
D. Talbott, Utah. These committees rendered invaluable assist- 
ance to the researchers on the project. 

When the President’s Commission on Finance was appointed, 
Norman Karsh, Executive Director of the Commission, was in- 
vited to attend all meetings of the central staff of the National 
Educational Finance Project with the Project Committee and the 
Advisory Committee. He accepted this invitation and rendered 
valuable service in providing needed liaison between the Commis- 
sion and the Project. 

The research for the project was conducted by the central 
staff, the Project Committee and other specialists in school fi- 
nance whose services were made available by the institutions of 
higher learning that employed them. Eleven special studies were 
subcontracted to experts on educational finance at institutions of 



higher learning located throughout the United States. This pol- 
icy made it possible for the National Educational Finance Proj- 
ect to obtain the services of experts who were not free to leave 
their positions and work at the headquarters of the central staff. 
Following is a list of those special studies. 

1. Early Childhood and Basic Elementary and Secondary 
Education. Directed by William P. McLure, University 
of Illinois. 

2. Educational Programs for Exceptional Children. Directed 
by Richard A. Rossmiller, University of Wisconsin. 

3. Educational Programs for the Culturally Deprived. Di- 
rected by Arvid J. Burke, State University of New York, 
Albany and James A. Kelly and Walter I. Garms, Teachers 
College, Columbia University. 

4. Financing Vocational Education in the Public Schools. 
Directed by Erick L. Lindman, University of California, 
Los Angeles. 

5. Financing Adult and Continuing Education. Directed by 
J. Alan Thomas, University of Chicago 

6. The Community College: Target Population, Program 
Costs and Cost Differentials. Directed by James L. Wat- 
tenbarger, University of Florida. 

7. Financing Public Elementary and Secondary School Fa- 
cilities in the United States. Directed by W. Monfort 
Barr, Indiana University. 

8. The National School Food Service and Nutrition Educa- 
tion Project. Directed by Robert J. Garvue, Florida State 
University. 

9. Pupil Transportation. Directed by Dewey Stollar, Uni- 
versity of Tennessee. 

10. Fiscal Capacity and Educational Finance. Directed by 
Richard A. Rossmiller, University of Wisconsin. 

11. The Relationship of School District Organization to State 
Aid Distribution Systems. Directed by Clifford P. Hooker, 
University of Minnesota. 

With the exception of Special Study Number 9, the re- 
searchers for each of these projects produced a publication re- 
porting their findings. All of these special studies, including 
Special Study Number 9 are summarized in Volume 3 of the Na- 
tional Educational Finance Project described below. 

ix 
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In addition to the special studies, five numbered volumes and 
one unnumbered volume were published. Following is a brief 
description of each of these volumes. 

1 . Volume 1 . Dimensions of Educational Need. The project 
staff believed that any study of educational finance should 
begin with a study of educational needs. Therefore, the 
project started with a projection of educational needs for 
the decade ahead by program areas and target populations 
for those areas. These projections were made by experts 
in educational administration assisted by experts in 
instruction for each program area and presented in 
Volume 1. 

2. Volume 2. Economic Factors Affecting the Financing of 
Education. In developing the research design for the Na- 
tional Educational Finance Project the need for exploring 
the economic factors affecting the financing of education 
became apparent. Therefore, an advisory committee on 
the economics of education consisting of the following 
economists was appointed : Irving J. Goffman, University 
of Florida; James M. Buchanan, Virginia Polytechnic 
Institute; Selma Mushkin, Georgetown University; arid 
Thomas O. Ribich, University of North Carolina. This 
committee was requested to develop a chapter outline of a 
publication dealing with the economics of education and 
to recommend outstanding economists from other univer- 
sities to assist them in producing this publication. 

The services of the following additional economists 
were obtained to assist in writing Volume 2: Kenneth E. 
Boulding, University of Colorado ; Theodore W. Schultz, 
University of Chicago; J. Ronnie Davis, Iowa State Uni- 
versity; Mary Jean Bowman, University of Chicago; 
Charles S. Benson, University of California, Berkeley; 
Henry M. Levin, Stanford University; Harvey E. Brazer, 
University of Michigan; and John F. Due, University of 
Illinois. The analyses of the economic factors affecting 
the financing of education made by these economists are 
reported in Volume 2. 

3. Volume 3. Planning to Finance Education. This volume 
summarizes the findings of all of the special studies (satel- 
lite projects) listed above. 

x 
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4. Volume 4. Status and Impact of Educational Finance 
Programs. This volume summarizes the research con- 
ducted by the central staff for the project. Those 
works include: evaluation of existing state support pro- 
grams, the impact on equalization of educational oppor- 
tunity of existing federal appropriations for the public 
schools, the impact of state aid programs on different pop- 
ulation classifications of school districts, the ability and 
effort of school districts and states to support education, 
the effect on equalization of educational opportunity of 
local non-property taxes for schools and the relationships 
between revenue allocations and educational needs as re- 
flected by achievement scores. 

5. Volume 5. Alternative Programs for Financing Ed- 
ucation. This volume is devoted to a summarization of 
the findings reported in Volumes 1, 2, 3 and 4 ; the presen- 
tation and evaluation of alternative models for state school 
finance plans; the presentation and evaluation of alterna- 
tive models for federal aid; and recommendations on 
school fiscal policy. In Volumes 1 to 4, no attempt was 
made by the central staff and the Project Committee to 
arrive at complete agreement on conclusions and recom- 
mendations. Each researcher had complete freedom to 
report his findings, conclusions and recommendations. It 
is believed by the project staff that decision-makers on 
educational policy should have complete access to all points 
of view and to variations in research methodologies used. 
The conclusions and recommendations set forth in Volume 
5 represent the consensus of the central staff and the Proj- 
ect Committee. It should not be assumed from this state- 
ment that every member of the central staff and every 
member of the Project Committee agreed with every 
single recommendation and conclusion. However, the con- 
clusions and recommendations reported in Volume 5 do 
represent the consensus of the central staff and the Proj- 
ect Committee. 

6. Personal Income by School Districts in the United States. 
This unnumbered publication presents detailed informa- 
tion on personal income by income class for each school 
district in the United States. This is the first time that 
this type of information for all school districts in the 



United States has been made available. The detailed sta- 
tistics presented in this publication provide a valuable 
data bank for many types of research. 

The following persons (not including a number of research 
associates) have served on the central staff of the National Edu- 
cational Finance Project (for different periods of time) during 
the four years of its operation. 

Roe L. Johns, Project Director, University of Florida; 
Kern Alexander, Associate Director, University of Flor- 
ida ; Richard A. Rossmiller, Finance Specialist, University 
of Wisconsin ; Dewey Stollar, Finance Specialist, Univer- 
sity of Tennessee ; Forbis Jordan, Finance Specialist, In- 
diana University ; Richard G. Salmon, Finance Specialist, 
Oklahoma State University; Gerald Boardman, Systems 
Analyst, University of Florida; William Briley, Computer 
Specialist, University of Florida; Oscar Hamilton, Fi- 
nance Specialist, Assistant Superintendent for Business, 
Manatee County, Florida School System. 

Finally, we wish to acknowledge our debt to the following 
persons whose cooperation and assistance made this project pos- 
sible : 



Harry Phillips, James Gibbs and Dave Phillips of the 
United States Office of Education ; Floyd Christian, Com- 
missioner of Education of the State of Florida, the ad- 
ministering state, and James T. Campbell, Philip Shaw 
and Ralph Sharp of the Florida State Department of Edu- 
cation; Bert Sharp, Dean of the College of Education, 
University of Florida and Ralph Kimbrough, Chairman 
of the Department of Educational Administration, Uni- 
versity of Florida; and all fifty chief state school officers 
and their staff members who assisted us in gathering the 
data necessary for this study. 

Roe L. Johns 
Kern Alexander 



CHAPTER 1 



Basic Values and Beliefs 



This volume contains a summary of the findings of the Na- 
tional Educational Finance Project, an evaluation of present 
state and federal provisions for the financing of the public 
schools and an analysis and evaluation of alternative state and 
federal models for the financing of education. Recommendations 
grow out of evaluations and evaluations are inevitably based on 
values and goals. Therefore, it is appropriate that we set forth 
the basic values and beliefs upon which the evaluations and rec- 
ommendations of the National Educational Finance Project are 
based. The remainder of this chapter is devoted to this task. 

Equalization of Educational Opportunity 

We believe that the opportunity to obtain a public education 
appropriate to the individual needs of children and youth should 
be substantially equal. We believe that the educational oppor- 
tunity of every individual should be a function of the total tax- 
able wealth of the state and not limited primarily to the taxing 
ability in the local school district. Numerous studies have shown 
that educational opportunities vary widely within most states 
and that these variations are due principally to variation in 
wealth among the school districts of a state. 

Children and youths vary widely in their educational needs. 
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Many different types of educational programs are required to 
meet these needs. These programs also vary widely in per pupil 
cost Furthermore, sparsity and/or density of population affect 
the unit costs of education. In order to provide substantial fi- 
nancial equalization of educational opportunity, necessary varia- 
tions in the unit costs of education as well as variation in the 
wealth of districts must be taken into account in a state’s financ- 
ing plan. 

Acceptance of the belief that substantially equal educational 
opportunity should be provided for all pupils requires that we 
support a policy of general federal aid for the public schools. 
There are substantial variations among the states in their finan- 
cial ability to support education. If we support the proposition 
that the quality of public education, which a state provides, 
should be a function of the total taxable wealth of the state, it 
seems logical that we should also support the proposition that the 
total taxable wealth of the nation should be utilized to ensure 
that an adequate quality of public education is provided in every 
state. Under-educated, disadvantaged people move from state to 
state creating educational problems wherever they go. Each 
state has a vested interest in the quality of education provided in 
other states. Therefore, the federal government as well as state 
and local governments must be concerned not only with the equal- 
ization of educational opportunity but also with the quantity and 
quality of public education. We believe in an economic system 
based on free enterprise but that system is not really “free” with- 
out equality of educational opportunity. 

Social Mobility 

We believe that public education should tend to remove the 
barriers between caste and class and promote social mobility. 
That is the essence of the American dream. Every child regard- 
less of his race, national origin, religion or the economic condi- 
tion of his parents should be given an equal chance in the public 
schools to develop his talents to the fullest in order that he may 
have equal access to the benefits of the American social, political 
and economic system. This goal cannot be achieved under a sys- 
tem of financing education which promotes the segregation of 
pupils in schools by race, religion or economic class. Any type 
of “voucher plan” or other type of plan for using public funds to 
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BASIC VALUES AND BELIEFS 3 

support private schools which tends to segregate pupils in schools 
by race, by religion, or by economic class is subversive of the 
American dream. We recognize the right of parents to use their 
own resources to support private schools segregated by religion 
or economic or social class but public funds should not be appro- 
priated to serve private purposes under any guise. 

The Economy and Education 

We believe that an adequate investment in public education is 
essential to economic growth. Expenditures for education are an 
investment in people as well as a consumption expenditure. Edu- 
cation in this technological age has become essential to the 
growth of the economy and the survival of the individual. 

Equity of Tax Structure. We believe that the public schools 
should be supported by an equitable tax structure. Usually, 
equity is considered to require: “(1) equal treatment of equals; 
(2) distribution of the overall tax burden on the basis of ability 
to pay, as measured by income, by wealth, by consumption; (3) 
exclusion from tax of persons in the lowest income groups, on the 
grounds that they have no taxpaying capacity; and (4) a pro- 
gressive overall distribution of tax relative to income, on the 
basis that tax capacity rises more rapidly than income. . . . Ml The 
present tax structure supporting the public schools falls far short 
of meeting the equity test. 

In 1970-71 approximately 7 percent of public school revenue 
was derived from the federal government, 41 percent from state 
sources and 52 percent from local sources. Approximately 98 
percent of all tax revenue raised by local school districts is de- 
rived from local property taxes. The property tax is the most re- 
gressive of any of the major types of taxes. Federal and state 
nonproperty taxes are more equitable than local property taxes. 
Therefore, the goal of improving the tax structure for the public 
schools must be attained primarily by increasing the percent of 
revenue provided from state and federal sources. 

Accountability. We believe that the educational output should 
be maximized per dollar of financial input. Educational account- 
ability involves not only teachers and educational administrators, 
but it also involves Congress, state legislatures, boards of educa- 
tion, parents and pupils. Congress may attach conditions and 
constraints on federal appropriations which make it impossible 
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for; boards of education to obtain maximum benefit from these 
appropriations. State legislatures may fail to provide an efficient 
school district organization and may enact financial legislation 
which rewards inefficiency or penalizes efficiency on the part of 
local districts. Legislatures may Rlso pass laws which impose 
requirements and constraints on local boards of education which 
prevent them from obtaining maximum benefits from educational 
funds. Some boards of education have provided more harrass- 
ment than lay leadership of the schools. Some parents have done 
little to encourage their children to study, and some pupils have 
failed to take advantage of their educational opportunities. We 
believe that administrators and teachers should be responsible 
and accountable to the citizens for their activities but they are 
not the only ones accountable for the productivity of the schools. 
We believe that professional educators should carefully evaluate 
the effectiveness of their own activities and should have the free- 
dom to adapt and change when the evidence indicates that pro- 
ductivity would be increased by so doing. 

Resource Allocation. We believe that the gross national prod- 
uct should be allocated in such a manner as to maximize the bene- 
fits therefrom. We believe that the market economy is the most 
efficient method of allocating our production when the benefits 
are divisible. Benefits are divisible when those who consume the 
goods and services are the exclusive beneficiaries therefrom. At 
the present time, approximately two-thirds of our gross national 
product is allocated through the market economy. But the bene- 
fits of education, as well as many other government services, are 
not divisible. Therefore, maximum efficiency in the allocation of 
the gross national product to these services can be obtained only 
through public policy decisions. These decisions must be made 
through the political process. 

Theoretically, government bodies should make these decisions 
on a cost-benefit basis. Unfortunately, data are not available to 
enable legislative bodies to make most important allocative deci- 
sions on this basis. In each session of Congress, and in each ses- 
sion of a state legislature, the members are faced with making 
decisions concerning the total amount of governmental services 
to provide and how much to provide for each service. Hopefully, 
these decisions will be made on the basis of careful studies of 
needs and relative benefits. 

The National Educational Finance Project is concerned pri- 
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marily with the financing of the public schools. However, we 
are not insensitive to the needs for other governmental services, 
or the fiscal capacity of the nation and the states. One cannot 
educate pupils in the way we desire in a nation which has lost its 
freedom ; or in an environment of polluted air and water ; or in a 
nation with depleted resources; or in a society with large num- 
bers of people suffering from poverty or poor health ; or in a na- 
tion with inadequate public safety; or in a nation with inade- 
quate transportation. All of these problems and many more 
must be dealt with realistically by the Congress and state legis- 
latures. Unfortunately, some provisions made by Congress for 
the financing of certain governmental services have not been 
based on either need or relative benefits but upon matching for- 
mulas based on the unsound concept “the more you spend for this 
service the more federal funds you get.” While the stated purpose 
of this policy is to stimulate state and local effort, the effect is to 
cause a mis-al location of resources in some instances. Some state 
legislatures have provided state appropriation on the same type 
of matching basis. 

Any federal or state formula which allocates funds to lower 
levels of government for any governmental service including edu- 
cation, on “the more you spend the more you get” basis is likely 
to cause an inefficient allocation of resources. It is rational for 
central governments to require that lower levels of government 
make a reasonable effort in proportion to their ability to support 
a governmental service, but this requirement has a far different 
impact on resource allocation than matching formulas based on 
unlimited expenditure or matching formulas which ignore dif- 
ferences in taxpaying ability. 

Governance of Education 

Following are some important concepts concerning the gov- 
ernance of education: 

Control. We believe that decisions concerning education 
should be made by the lowest level of government that can effi- 
ciently make that decision. By that, we mean that a decision 
should not be made by the federal government if it can efficiently 
be made by the states and a decision should not be made by the 
state if it can efficiently be made by local school districts. Each 
higher level of government should impose its power on the lower 
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one only to establish general policies for the common good, but 
not to destroy that diversity which enriches without harming 
others. 

Unfortunately, the federal government and a number of the 
states have occasionally enacted financial legislation incorporat- 
ing central controls which prevent the most efficient use of the 
funds appropriated. There is no logical reason why the level of 
government which levies the taxes and appropriates the funds 
must make all of the decisions concerning their use. The pre- 
sumption is that the taxes were levied and the funds appropriated 
to obtain desired educational outputs rather than to create cen- 
tral bureaucracies to exercise power that could more efficiently 
be exercised at lower levels of government. 

District Organization. We do not believe that school district 
lines should be gerrymandered so as to segregate pupils by 
wealth, race, social or economic class. Constitutionally, educa- 
tion is a state responsibility and, therefore, the states should not 
permit the establishment and continuation of school districts for 
the local governance of education which were deliberately cre- 
ated, or are being deliberately perpetuated, for the purpose of 
segregating pupils by race, wealth and social or economic class. 
There is abundant evidence that many such districts exist in the 
United States. The goal of equalization of educational opportu- 
nity cannot be attained in states that maintain a discriminatory 
district organization. 

We believe that school districts should be organized in a 
manner which will achieve the greatest possible efficiency in the 
expenditure of school funds. It is impossible to obtain economies 
of scale in small inefficient districts. There is no inherent right 
of the local people to establish school districts. Legally, school 
districts are subdivisions of the state created to perform a state 
function. Small, inefficient school districts (especially those dis- 
tricts maintaining high schools) frequently have among the 
highest per pupil expenditures in a state and provide the most 
limited educational services. It is almost impossible for the state 
to provide a sound state-wide plan for school financing in a state 
with an inefficient district organization. 2 

Federalism. We believe in the concept of federalism as ap- 
plied to education. We believe that the federal government, the 
state governments and local school districts all have appropriate 
roles to play in providing for public education. The concern 
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about education is so pervasive and the impact of education so 
vital that no level of government can have exclusive responsibil- 
ity for public education. If the federal government plays its 
proper role, state governments are strengthened and if state gov- 
ernments play their proper roles, local school governments are 
better enabled to perform their responsibility for operating the 
schools and if local governments play their role properly, the 
whole nation is strengthened. Under the concept of federalism, 
each level of government strengthens rather than weakens the 
other levels of government. The interaction and cooperation of 
federal, state, and local governments with each other should 
stimulate desirable changes and innovations and increase educa- 
tional productivity. 

Democracy and Education. We have faith in American de- 
mocracy and believe that a broadly based and adequately sup- 
ported system of public education is essential to the preservation 
of “a government of the people, by the people, and for the 
people.” We believe that our republic based on the democratic 
concepts of the rights of man and the responsibilities of gov- 
ernment in a free society offers the best hope for achieving the 
goals of the American society. We have recently extended the 
suffrage to younger persons and more and more important 
decisions are being made by the ballot and by representatives of 
the people elected by ballot. These decisions can be made wisely 
only by an enlightened citizenry. One person equals one vote and 
the vote of an ignorant man counts as much as the vote of an 
educated man. The safety of a government by the people lies in 
minimizing ignorance. Minimizing ignorance not only contrib- 
utes to the success of popular government but it tends to reduce 
poverty, crime and dependence on public and private charity. 

The values, beliefs and goals described above provide the ra- 
tionale for the evaluations and recommendations presented in the 
following chapters of this volume. 

FOOTNOTES 

1. John F. Due, Chapter 10 of Economic Factors Affecting the Financ- 
ing of Education, Gainesville, Fla., Roe L. Johns, et al., eds, National Ed- 
ucational Finance Project, 1970, p. 293. 

2. There is evidence that some districts may be made too large for max- 
imum efficiency. 
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Economics and the Financing 
of Education 



As education has become an ever larger component of the 
public budget, particularly at state and local government levels, 
interest has grown in the short-run and long-run effects on the 
economy of expenditures for education. This new field of study 
has acquired the name “economics of education.” This phrase did 
not generally appear in textbooks or discussions on school finance 
until the late 1950’s and is still treated perfunctorily by many 
educators. However, the economics of education contributes a 
new and rigorous perspective which may help to improve deci- 
sions concerning the way public schools are financed. 

Activities associated with what may be thought of as the 
“education industry” engage a significant portion of the economic 
resources of the United States. During 1969-70, for example, a 
total of $66.8 billion was spent by educational institutions in the 
United States and an estimated six million persons were em- 
ployed by these institutions. 1 Public elementary and secondary 
schools alone expended $39.5 billion and employed over three mil- 
lion persons. Thus, by practically any criterion, education is a 
major user of economic resources. And since the educational in- 
dustry has accounted for a significant and increasing portion of 
the gross national product, it has in recent years, attracted the 
attention of a number of economists as well as professional edu- 
cators. 
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In this chapter we shall consider briefly some of the economic 
aspects of education, drawing heavily upon the material prepared 
by economists for an earlier publication in the NEFP series,- as 
well as upon the work of others who have written on various as- 
pects of the economics of education. Our discussion will apply 
primarily to elementary and secondary education. We shall first 
consider education as an economic good or commodity giving 
special attention to some of its characteristic attributes. Atten- 
tion will then be turned to the concept of education as human 
capital, to the rate of return on investment in education, and to 
the relationship between education and economic growth. The 
chapter will be concluded with an examination of some applica- 
tions of economic analysis which might be employed to achieve 
more efficient utilization of the resources devoted to education 
and a discussion of some of the alternatives to existing organiza- 
tional arrangements for education which have been advanced. 



EDUCATION AS AN ECONOMIC GOOD 

Economics deals with the allocation and utilization of scarce 
resources. The notion of scarce resources is basic, for it implies 
that for such resources there exist alternative uses. The econ- 
omist is concerned with allocating scarce resources in a manner 
which maximizes the satisfactions gained by consumers. For the 
economist, the ultimate in efficiency will be achieved when scarce 
resources are utilized in such ways that any change in their al- 
location among alternative uses would reduce the total satisfac- 
tion of consumers. Obviously, the resources consumed by educa- 
tion could be devoted to other uses, so the proper allocation of 
resources to education and the efficient use of the resources 
which are allocated to education is a legitimate concern of the 
economist. 

Some may question whether education can be regarded as a 
commodity. The answer is a qualified "yes !,” for it has a price 
and is bought and sold. However, as a commodity education has 
a number of somewhat unique characteristics — some arising 
from the fact that it is produced and consumed in a complex so- 
ciological matrix and some arising from the nature of education 
itself. 
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Demand Versus Need for Education 

Since the two terms are used so frequently, it is important 
that we distinguish between the concept of demand and the con- 
cept of need. Demand, as used in economics, refers to a func- 
tional relationship between the price of a commodity and the 
quantity of the commodity which will be purchased. The demand 
for most commodities is susceptible to objective measurement and 
can be quantified with considerable precision. Demand is a sub- 
jective concept only to the extent that it measures the relative 
value that consumers place upon a given commodity in compari- 
son with other things for which they could spend their money. 
Thus, (assuming the demand for it is elastic) as the price of a 
commodity increases the amount purchased will generally de- 
crease, for other commodities tend to become more attractive. 
In short, the demand for a commodity usually declines as its 
price increases and vice versa. 

The concept of need, on the other hand, involves an essentially 
subjective determination of the amount of a given commodity or 
service that “ought” to be provided. The supply of most public 
goods and services, for example, highways, police and fire protec- 
tion, and education, reflects an administrative and/or legislative 
judgment with respect to the, amount of a given good or service 
that should be provided to best serve the general welfare of so- 
ciety. The judgments of public officials — legislators, executives, 
or both — rather than the operation of the market, determine the 
kind and amount of goods and service that will be made available 
to consumers — whether or not they are willing to pay the cost 
and, hence, whether or not they “demand” the commodity. 

Application of the concept of need to determine the supply 
of goods and services enables public officials to circumvent one of 
the great drawbacks of the market. Namely, that individual con- 
sumers typically act only in their own self interest, which is not 
always in the best interests of society. By utilizing the concept 
of need, public officials can decide upon the kind and amount of 
education, police and fire protection, highways, and the like 
which they believe will best serve the general welfare of society. 
The need for educational service for handicapped children, for 
example, may be far greater than the demand . Such services are 
often quite expensive and the parents of handicapped children 
often are not in a position to afford them. Public officials may 
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decide that the general welfare of society will best be served by 
appropriating public funds to provide educational services for 
handicapped children. It is in this way that the concept of need 
is employed in determining the supply of public goods and serv- 
ices. 

Musgrave has identified two classes of goods which are satis- 
fied through the public sector of the economy, social goods and 
merit goods. 1 ' Social goods are those which, by their very nature, 
cannot be supplied effectively by the market because they are 
equally available to all persons whether or not they pay for them 
— for example, national defense and the judicial system. Merit 
goods are those which could be provided through the market, but 
which are thought to be so important to the general welfare of 
society that their provision cannot be left to the vagaries of the 
marketplace. Education is a prime example of a merit good. The 
maintenance of an educational system in which all citizens have 
free access to at least a minimum level of education is thought to 
be so vital to the maintenance of democratic self-government that 
education is financed primarily through the public budget. 

There is no economic reason which would prevent education 
from being supplied entirely through the market. Consumers 
(households) could purchase education for their children from 
privately operated schools just as they now purchase many other 
goods and services. It is likely, however, that the amount of ed- 
ucation which would be purchased in the market by households 
would be considerably less than optimal in terms of the general 
welfare of society. Thus, we have chosen to finance education 
through the public budget to a large extent. In effect, we subsi- 
dize the production of education. The difference between what 
consumers (households) would spend for education if it could be 
purchased only in the market at its full cost, and the total amount 
of money which is expended for education in the private and pub- 
lic sectors combined, may be thought of as a subsidy. The pur- 
pose of this subsidy is, of course, to insure that at least a mini- 
mal level of education will be made available to each consumer 
(household). 

The nature of the relationship between the price of education 
and the demand for education is of considerable practical impor- 
tance, for it will largely determine the size of the subsidy which 
will be required to make available the desired quantity of educa- 
tion. If supply and demand are relatively unresponsive to price 
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(inelastic) so that a relatively large change in price is required 
to produce a given change in demand, a rather large subsidy will 
be required. If, on the other hand, supply and demand are quite 
responsive to price (elastic) so that a relatively small change in 
price is required to produce a given change in demand, only a 
small subsidy will be required. Unfortunately, relatively little is 
known about the nature of the relationship between the price of 
education and the demand for education. 

Research concerning the relationship between the income 
level of a household and its expenditure for education (the in- 
come elasticity of demand for education) suggests that at sub- 
sistence or low income levels an increase in disposable household 
income will not result in proportionately greater expenditures for 
education, probably because other necessities of life have a higher 
priority; at middle income levels an increase in disposable house- 
hold income will result in proportionately greater expenditures 
for education ; and at high income levels an increase in disposable 
household income will again result in proportionately lower ex- 
penditures for education, probably because the range of feasible 
expenditures for education is limited . 4 (By proportionately 
lower, we mean that the percentage increase in expenditure for 
education will be less than the percentage increase in disposable 
household income.) These research findings imply that income 
subsidies to low income households are not likely to increase their 
propensity to spend (pay taxes) for education, whereas an in- 
crease in the income level of middle income families (or an in- 
crease in the percentage of middle income families) can be ex- 
pected to result in a greater inclination to purchase (pay taxes 
for) education. Thus, a social policy which aims at providing a 
guaranteed minimum level of income, while it may be laudable 
on other grounds, will not go far toward solving the problem of 
financing education. 

The Consumers of Education 

A second characteristic of education which makes it a some- 
what unusual commodity is the great diversity of the consumers 
of education. (By consumers of education we refer to house- 
holds — students and their families — the units most directly in- 
volved in what is generally termed “formal education.”) Con- 
sumers of formal education range from the child attending nur- 
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sery school through the adolescent attending secondary school, 
the young adult attending college or vocational school, the mid- 
dle-aged person retraining for a new job, to the recent retiree 
attending classes in which he hopes to learn how to cope with the 
problems of retirement. One set of questions which is immedi- 
ately posed by the existence of such a diverse array of consumers 
relates to their reasons for attending the various formal educa- 
tional programs. Some students expect to reap immediate finan- 
cial returns; others seek only personal enjoyment and satisfac- 
tion. Some students attend voluntarily; some attend primarily 
because others (for example, their parents) expect them to do so; 
and some attend only under compulsion or duress (for example, 
because of sanctions imposed by compulsory attendance laws) . 

For those who attend school voluntarily with an expectation 
of receiving greater financial return, the application of market 
principles in pricing education poses no great problem. Presum- 
ably, they will be willing to pay for their education so long as the 
anticipated returns are greater than the cost. As a matter of 
fact, several commercial organizations operating in the private 
sector do provide job training and other educational services on 
precisely this basis. The market model is also generally appro- 
priate for situations in which the consumer is interested primar- 
ily in personal enjoyment, for example, recreation. However, a 
case can be made for at least a partial public subsidy if one pur- 
pose of the educational activity is to provide safe and wholesome 
outlets for youthful exuberance, as is often true of recreation pro- 
grams for children and youth. 

In the case of students attending colleges or vocational 
schools, it often is difficult to delineate clearly between the extent 
to which an educational program yields a direct economic return 
to the student, the extent to which it yields purely personal satis- 
faction to the student, and/or the extent to which society at large, 
(rather than the immediate consumer) is benefited. If society at 
large benefits substantially from the education an individual re- 
ceives, there is some justification for a public subsidy. And even 
when education yields direct financial benefits to the individual, 
it can be argued that the public budget should provide credit (for 
example, through guaranteed loans) for those individuals who 
are unable to finance their education from personal savings and 
who are unable to secure credit from existing financial institu- 
tions. 
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A persuasive case for financing education from the public 
budget can be made when school attendance is essentially invol- 
untary, as, for example, under statutes which make school at- 
tendance compulsory for children within a given age range. Such 
laws place an exceedingly important constraint , on the operation 
of the market, for they eliminate for the individual consumer the 
alternative of deciding not to attend school. While compulsory 
school attendance need not eliminate competition in education 
(the child may attend a private school, for example), it does 
clearly imply that the state must regulate education to insure 
protection of the student from unqualified teachers and inade- 
quate curricula since he no longer has the alternative of refusing 
to purchase education. Compulsory school attendance laws 
clearly imply the need for a state subsidy of education, for if 
school attendance is required then the state has at least a moral 
obligation to see to it that a minimum level of adequate education 
is available to all who are required to attend school. 

Compulsory attendance laws represent only one type of con- 
straint on consumer decisions. An even more direct constraint 
resides in the fact that most decisions concerning the kind and 
amount of schooling to be obtained are made by parents and not 
by the children who are the actual consumers. Parents gener- 
ally determine what school a child will attend and what course 
of study he will pursue. For this reason, and because neither 
parents nor children typically have much knowledge about alter- 
native choices, the consumer preference model has serious short- 
comings when applied to education. 

The Output of Education 

The foregoing considerations inevitably force one to consider 
the question of what is the product (or output) of education, for 
the market model implicitly assumes that one’s decision concern- 
ing whether or not to buy (or to buy more) depends upon what 
he thinks he is getting for his money. The output of most enter- 
prises, though not all of them, is tangible, concrete, and short- 
lived; the output of education often is intangible, abstract, and 
as long-lived as the individual in whom it is embodied. Although 
some would claim that the output of education is useful knowl- 
edge, this answer provides little help in assessing the quantity, 
much less the quality, of the products of education. It is very 
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difficult to assess the utility of knowledge during the learning 
process, for the ultimate test is at some point in the future— and 
in the case of knowledge gained in elementary and secondary 
schools, in the relatively distant future. 

At this juncture it is appropriate to consider some of the 
problems involved in measuring the output of the educational en- 
terprise. Almost all educational programs have multiple objec- 
tives and outputs, and all educational activities contribute in 
varying degree to the quantity and quality of these outputs. In 
the absence of tested and proven human learning theory, it is not 
possible to determine the extent to which a given activity con- 
tributes to each component of educational output, much less to a 
student's gain in total knowledge. One approach to the problem 
of measuring educational output has been to test for evidence 
that certain components of knowledge — for example, reading 
speed and comprehension, English usage, and ability to recall 
facts and figures— have been “learned.” This approach suffers 
the disadvantage of failing to acknowledge that educational out- 
puts involve both cognitive and affective dimensions. That is, 
the values, attitudes and behaviors acquired as a result of the 
educational process may be at least as important as the knowl- 
edge measured by standardized tests. 

Another approach to the problem of measuring educational 
output has been to assume that a relationship exists between ex- 
posure to and assimilation of knowledge — that is, days or years 
of school attendance are viewed as proxies for knowledge gained. 
Neither approach is entirely satisfactory. There is no assurance 
that the components of knowledge measured in the first approach 
will prove to be useful in either an economic or a philosophical 
sense and, perhaps more important, this approach virtually ig- 
nores some of the social and behavioral components of knowledge 
which may be even more useful. In the latter approach the as- 
sumption that a positive correlation exists between time spent in 
learning and the amount and value of knowledge gained is, at 
best, tenuous and, at worst, fallacious. 

Education : A Craft Enterprise 

Even the casual observer is struck by the heavy reliance 
upon labor in the educational enterprise. There has been little 
substitution of technology for human labor in education, at least 
when compared with other major industries. In fact, the ma- 




ECONOMICS OF EDUCATION 



17 



chines which are used in education are often regarded as “frills.” 
Conventional wisdom asserts that learning is a uniquely personal 
process which requires extensive interaction between teacher 
and pupil. Actually, very little is known about the process of 
human learning. This means that we know little about how 
greater utilization of technology in education might affect acqui- 
sition of knowledge — not to mention acquisition of attitudes. 

The heavy emphasis upon labor is directly reflected in school 
budgets. It is not unusual for 80 to 85 percent of a school’s op- 
erating budget to be allocated for salaries, with salaries of 
teachers alone accounting for 60 to 65 percent of current oper- 
ating costs. It is easy to explain why school costs have grown so 
rapidly in recent years. The success of teachers’ organizations 
in securing higher salaries for teachers, the effects of a sharply 
increasing demand for teachers as a consequence of the post- 
World War II “baby boom,” the increased rates of high school 
completion, and the inroads of inflation all have contributed 
prominently to the rising cost of education. 

Higher wages for workers can be justified on economic 
grounds if they are paralleled by increases in productivity, i.e., 
higher output per worker, or if their wages are low in compari- 
son with those of other workers. In most industries higher out- 
put per worker has been obtained by utilizing improved technol- 
ogy — by substituting machine for hand production so that a 
worker can produce more in a given period of time. Since the 
utilization of improved technology has been a minor factor in 
education, it is understandable why the output per teacher may 
not have increased markedly. Admittedly, output in education 
is difficult to measure, but we do have accurate statistics concern- 
ing one aspect of the educational process in the form of pupil- 
teacher ratios. If pupil-teacher ratios are regarded as a proxy 
measure of output per worker, then productivity in education has 
changed very little over the past decade. If anything, it has de- 
creased. However, pupil-teacher ratios are, at best, inadequate 
measures of output and are not even satisfactory measures of 
process, for they reveal nothing of the quality of interaction be- 
tween the teacher and the pupil. In any event, from an economic 
viewpoint, education, with its limited use of technology and its 
heavy reliance on labor, does not appear to be an efficient enter- 
prise. In the absence of valid and reliable measures of output, 
the charge that education is inefficient is difficult to refute. 
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Entry into the labor market in education is quite closely reg- 
ulated by the state through its licensure requirements. One must 
be licensed to teach. This, of course, is not unique to the profes- 
sion of education. The state licenses practitioners in most pro- 
fessions (medicine, law, dentistry, pharmacy, etc.) and craft 
unions also effectively control entry into many trades through 
apprenticeship requirements. 

Externalities and Spillovers 

Education yields direct benefits to students and their fami- 
lies — for example, the increased earning potential which is asso- 
ciated with increases in the level of schooling completed. These 
may be termed internal or private benefits, since they accrue to 
the student or to his family. Education also conveys benefits to 
other families in the community and to the society at large — for 
example, by increasing indirectly the productivity of persons 
other than the student himself. (It also should be noted that ad- 
ditional costs to society may arise from the consequences of lack 
of education — for example, higher welfare costs.) The benefits 
that accrue to individuals other than the student or his family 
may be termed external or social benefits. Externalities arise 
when goods or services either confer benefits or impose costs on 
persons other than the consumer or the producer. Education is 
generally thought to be characterized by substantial externalities 
because it affects so many people who do not buy it directly, al- 
though there is little direct evidence on this point. 

The importance of the existence of externalities lies in the 
fact that private decisions concerning whether or not to purchase 
education will be made solely on the basis of internal benefits. 
The resulting level of supply of education will not be economically 
efficient because the external benefits which accompany educa- 
tion will not be taken into consideration in the individual 
student-parent decision. Consequently, too few resources will 
be allocated to education. In other words, the decision of a stu- 
dent or his family to invest in his education will be based on the 
anticipated direct benefits to the student and will disregard any 
external benefits which may be conferred on other families or on 
the community in general. 

Some of the external benefits of education are economic in na- 
ture ; others are social in nature. Among the economic benefits 
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are improvement of the environment in which production takes 
place, greater flexibility and adaptability of the labor force, and 
greater ability to develop technical improvements and incorpo- 
rate them into production processes. Conversely, externalities of 
a negative nature, such as unemployment and crime, may result 
from the lack of education. 

It is difficult to attach an economic value to the broad social 
benefits which are associated with education, although they may 
be far more important than the private benefits over the long 
haul. There is general agreement, for example, that an educated 
citizenry is a requisite for democratic self-government. Educa- 
tion also is recognized as a major instrument for promoting 
equality of opportunity and is probably more effective than any 
other instrument in compensating for social or economic disad- 
vantages of children. 

It is the external benefits associated with education that pro- 
vide the most persuasive case for subsidizing education with pub- 
lic funds. As we have seen, the externalities are not considered 
in private investment decisions, and because they are ignored the 
optimum allocation of resources to education will not be achieved. 
Financing education primarily from public funds permits the ex- 
ternal benefits of education to be given proper consideration in 
the process of allocating resources. 

Closely related to externalities are geographic spillovers. Geo- 
graphic spillovers refer to the benefits of education which accrue 
to persons located outside the boundaries of a school district (as 
distinguished from those benefits which accrue to persons who 
reside in a school district) . The concept of geographic spillovers 
translates into economic terms the notion that every citizen has 
an interest in the quantity and quality of the education which 
is provided in every school district in the nation. Citizens of 
our large cities, for example, have a vital interest in the education 
received by persons in remote rural areas, since many of these 
persons will migrate to urban core cities in search of employment. 
Geographic spillovers vary with distance. A citizen of Maine, 
for example, is likely to be more concerned with the educational 
services provided in Maine than with those in California, since 
expenditures in Maine are more bkely to affect him directly. 

The existence of geographic spillovers provides a strong argu- 
ment for state and federal participation in the financing of edu- 
cation, since only these larger units of government are in a posi- 
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tion to levy taxes over an entire state or the nation. Admittedly, 
there is no practical way to levy taxes in direct proportion to the 
benefits each taxpayer obtains from geographic spillovers, but 
state and federal taxing powers do provide a way of spreading 
taxes over the total population which benefits from them. 

EDUCATION AS A FORM OF HUMAN CAPITAL 

The notion of human capital is relatively new, having come 
to the forefront only during the past two decades. It is based 
on the idea that the skills and knowledge possessed by people are, 
in fact, resources, and that human resources represent a very im- 
portant part of the capital available to society. Capital, from an 
economic viewpoint, is characterized by its ability to generate 
future satisfactions, or future earnings, or both. Education rep- 
resents a stock of resources just as surely as does land, industrial 
plants, or oil wells, for education does have the ability to generate 
future satisfaction and future income. The economic value of 
education as a form of capital is a function of the income stream 
it is able to generate. When education is viewed as a form of 
capital, decisions with respect to education, whether made by a 
student, by his family, or by public or private agencies, are 
viewed as investment decisions and are based on the relative rates 
of return available to alternative investment opportunities. 

Education is but one of several means whereby the stock of 
human capital can be improved. For example, improved health 
care which reduces the time lost from work as a result of illness 
or which lengthens the working life of a person clearly contrib- 
utes to the productivity of human capital. However, it is gen- 
erally agreed that education is a major determinant of the value 
of the stock of human capital. 

From the human capital approach, education can be viewed 
as one component in the total stock of capital and decisions with 
regard to the level of investment in education should follow the 
same rules which serve to guide other investment decisions, such 
as plant expansion or replacement of machinery. Thus, addi- 
tional investment in education would occur only if the rate of re- 
turn from that investment would equal or exceed the rate of re- 
turn available from any other alternative investment. The same 
investment rules also would apply within the entire field of edu- 
cation. That is, the decision to invest in preschool education, or 
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elementary school education, or graduate school education would 
depend upon the relative rates of return to investment at these 
educational levels. 

The Present Stock of Educational Capital 

As Schultz has noted, “In terms of either years or cost of 
schooling, the population and labor force of the United States 
possess more educational capital per person than their counter- 
parts in any other country.”* As of 1968, 63 percent of the 
civilian labor force in the United States 18 to 64 years of age had 
completed at least four years of high school and over 12 percent 
had completed four or more years of college. Between 1929 and 
1967 the annual rate of increase in educational capital in the 
United States labor force was twice as high as the annual rate of 
increase of reproducible tangible wealth. There is reason to be- 
lieve that this rate of increase has continued since 1957. Even 
though the stock of educational capital has grown at an impres- 
sive rate during the past 60 years, one may question whether or 
not investment in educational capital has been properly directed, 
whether the existing stock of educational capital has been uti- 
lized efficiently, and whether the marginal rate of return has 
been maintained. 

Education, like most forms of capital, pays dividends only 
when it is used. Unemployment reduces the return on educa- 
tional capital. Not only is a considerable amount of educational 
capital idle during times of high unemployment, but also the 
skills of workers tend to deteriorate when they are idle. This un- 
derlines the importance of maintaining a high level of employ- 
ment, for failure to do so not only substantially reduces the rate 
of return from investments in educational capital, but causes de- 
preciation of the educational capital itself. 

Educational capital is subject to obsolescence. In a rapidly 
changing, technologically oriented economy, demands for various 
skills and knowledge will change as new techniques and processes 
of production are introduced. In general, the more specialized a 
person’s skills, the more rapidly they will become obsolete. It is 
becoming increasingly clear that education cannot be viewed as 
a process which terminates upon entry into the work force. Most 
persons will need to be retrained several times during their pro- 
ductive lives. The rapidity with which highly specialized skills 
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become obsolete suggests that high priority should be given to 
education directed toward helping people bring to bear knowledge 
and analytical skills in the solving of problems, as well as toward 
up-dating existing skills and acquiring new ones. 

The Distribution of Educational Capital 

Investment in education is weighted rather heavily in favor 
of youth because most investment in schooling occurs at a rela- 
tively early age. This is likely to reduce the value of the educa- 
tional capital possessed by older persons. Young people who 
enter the labor force with a greater stock of educational capital 
and who possess new skills which are in high demand may tend 
to make the skills of older workers obsolete. The higher level of 
educational capital embodied in younger members of the labor 
force which tends to render obsolete the educational capital of 
older members poses a difficult trade-off problem which has not 
been recognized adequately and which has further implications 
for welfare and retirement policies. 

A second problem with regard to the distribution of educa- 
tional capital lies in the relatively inadequate and/or inferior 
stock of educational capital acquired by most children from lower 
socioeconomic classes. This maldistribution of investment in 
educational capital is associated with inequality in the distribu- 
tion of personal income. Children from low income families gen- 
erally acquire less educational capital, and that which they do 
acquire typically is of lower quality, than that acquired by chil- 
dren from middle and high income families. (Schools serving 
low income areas tend to spend less per pupil and to be staffed 
with less experienced teachers than schools serving high income 
areas.) Public schooling is neither free nor equal and there is 
good reason, purely on investment grounds, for improving both 
the quality and quantity of educational capital acquired by chil- 
dren from low income households. The long-run economic bene- 
fits which may be derived from improving the educational capital 
of children from low income families may also include lower ex- 
penditures for welfare, public housing, medical care and similar 
items. These potential savings are, of course, in addition to the 
direct gains in personal income which could be expected as a re- 
sult of improved education. 

As noted earlier, quality in education traditionally has been 



ECONOMICS OP EDUCATION 



23 



defined primarily in terms of inputs using such measures as days 
of school attendance, expenditure per pupil, and pupil-teacher 
ratios. There is a pressing need for research which will define 
quality in terms of the outputs of the schools rather than the in- 
puts to them. Even a cursory examination, however, reveals that 
great differences in both the quality and the quantity of inputs 
exist in the nation, within individual states, and even within in- 
dividual school districts. These differences constitute a major 
reason for believing that our present investment ir, educational 
capital is less than optimal. 

Inefficiency in the Acquisition and Use of Educational Capital 

The primary distinction between educational and other human 
capital, on the one hand, and physical capital, on the other, lies 
in the fact that educational capital is inseparable from the per- 
son in whom it is embodied. Whereas other forms of capital 
can be sold or mortgaged, educational capital cannot. Educa- 
tional capital is subject to all of the value systems, social cus- 
toms, and legal provisions which govern the rights of persons. 
This situation poses obvious problems with regard to the sources 
of funds for investment in educational capital. For example, 
funds which are loaned for the purchase of tangible property 
can be secured by obtaining a mortgage on such property. How- 
ever, one who loans money to a student has no security other than 
the student’s promise to repay the loan. This makes it difficult 
for students to obtain loans from private sources to finance in- 
vestment in educational capital unless provisions can be made 
for guaranteeing repayment of the loans. 

Inefficiency also results from the constraints which are related 
to cultural and/or social expectations. For example, if the head 
of a household moves to another location to take advantage of an 
employment opportunity, the entire household usually migrates 
to the new location whether or not employment opportunities for 
other members of the household are improved. 

Another major source of inefficiency in human capital is dis- 
crimination in employment on the basis of race, sex, religion, or 
the like. Discrimination will cause inefficiency in investment in 
human capital if those who are subject to discrimination have 
less economic incentive to acquire the amount and quality of 
schooling than they would have acquired if they were free from 
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discrimination and/or if they have less motivation to attend and 
perform well in school than those who are free from discrimina- 
tion. Considerable evidence shows that discrimination against 
blacks does exist, both in the job market and in education, and 
that it becomes more significant economically as the educational 
level of a person increases. If white students can anticipate a 25 
percent rate of return on the additional cost involved in obtain- 
ing a high school education and black students can expect a rate 
of return near zero on this additional cost, black students obvi- 
ously have little economic incentive to complete high school, hence 
they are likely to drop out of high school at the first opportunity. 
For example, one study has shown that blacks who have com- 
pleted five to seven years of schooling receive $790 less annually 
than do whites with comparable education and that the differ- 
ence is $1,950 for those completing twelve years of schooling. 0 
Such findings indicate the importance of eliminating discrimi- 
nation based on race, sex, or religion if maximum returns from 
investment in educational capital are to be obtained. 

Tax laws which do not recognize that educational capital de- 
preciates and becomes obsolete constitute yet another source of 
inefficiency. In the case of physical capital, both depreciation 
and obsolescence are taken into account in taxation; in the case 
of educational capital, they are not. Thus, existing tax laws dis- 
criminate against investment in educational capital in compari- 
son with investment in physical capital. 

Finally, some economists argue that efficiency in the acquisi- 
tion of educational capital could be improved if investment de- 
cisions were made primarily by students and their families rather 
than by public bodies. It is argued that reliance on consumer 
sovereignty would bring about greater competition among schools 
and would consequently result in a more efficient allocation of re- 
sources. Whether greater efficiency would be realized depends 
primarily upon whether or not the prices charged reflect the real 
cost of producing the educational services and second, upon 
whether or not there is widespread availability of accurate in- 
formation concerning the quality of the educational services 
available for purchase. 

RETURNS TO INVESTMENT IN EDUCATION 

Considerable work has been done in recent years concerning 
the returns to investment in education at various levels. Based 
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upon his own studies and those of other investigators, Schultz 
has estimated the private rates of return for the United States 
economy and for investment in education at various levels as fol- 
lows: 7 



1. For the private domestic economy of the United States, the 
annual rate of return was estimated to be between 10 and 15 
percent before personal taxes. 

2. An annual rate of return for investment in elementary ed- 
ucation at 35 percent or higher was estimated. 

3. An annual rate of return on investment in high school ed- 
cation for white males at 25 percent was estimated. Esti- 
mated rates of return to members of minority groups ranged 
down to near zero for southern rural black males. 

4. An annual rate of return on investment to improve the 
quality of elementary and secondary schooling in the neigh- 
borhood of 25 percent was estimated. 

5. An annual rate of return on investment in college educa- 
tion in the neighborhood of 15 percent (before personal 
taxes) was estimated for white males. Estimated rates of re- 
turn ranged downward from 15 percent for rural males, 
women, and non-whiies. 

6. An annual rate of return to investment in graduate educa- 
tion in the neighborhood of 15 percent was estimated when 
stipends awarded graduate students are treated as earnings. 

The above estimates are only part of the total picture, for 
they are only for private rates of return to investment in educa- 
tion. There also are returns to society for its investment in edu- 
cation. Such returns come, for example, from the increases in 
knowledge and the reduced lag in the application of knowledge 
which result from education. It is very difficult to estimate the 
social rates of return to investment in education but from the 
studies which have been done it appears that the social rates of 
return are, in general, similar to the private rates. 8 

Viewing the estimated rates of return, one is struck by the 
apparent under-investment in elementary education. Data are 
lacking concerning the possible rates of return to investment in 
early childhood education, but judging by the rates of return to 
investment in elementary education, the returns to investment 
an early childhood education would be equally impressive. Exam- 
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ination of the estimates also suggests that there is considerable 
under-investment in secondary education and underlines the im- 
portance of eliminating discrimination in employment based on 
race or sex if maximum returns to investment in education are 
to be achieved. 

Substantial differences in the level of investment in elemen- 
tary education exist among the various school districts in the 
United States. In communities where the level of personal in- 
come is high and parents are well educated, such as the typical 
high income suburb, the investment in elementary education 
probably is near (or even beyond) optimum at the present time. 
In many communities, however, there is underinvestment in ele- 
mentary education and it is due, in large part, to inadequate local 
tax bases and inadequate state plans for financial support. Un- 
derinvestment in elementary education is especially likely to 
occur in rural communities, particularly those in the South ; in 
communities that have a substantial non-white population ; in 
economically backward areas, such as Appalachia; and in the 
ghettos of central cities. 

Investments aimed at improving the quality of education at 
the elementary and secondary school levels also pay handsome 
dividends. Although quality admittedly is still a somewhat neb- 
ulous item in education, the evidence on rates of return to invest- 
ments to improve educational quality lend strong support to the 
urgency of developing measures of educational output which can 
serve to guide investment. 

EDUCATION AND ECONOMIC GROWTH 

The study of education as a factor in the nation’s economic 
growth is closely related to the study of education as human capi- 
tal. The desirability of economic growth as a national policy 
has been affirmed repeatedly by the two major political parties 
and is generally an important concern of public policy-makers, 
although concern for protection of the environment for improv- 
ing the quality of life have also come to the forefront. The role 
education plays in economic growth has attracted increased at- 
tention during recent years. Interest in the relationship between 
education and economic growth was stimulated by the discovery 
of a “residual” of unexplained growth which was equal to well 
over half of the total economic growth during the postwar years 
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in most western countries. Schultz and Dennison were among 
the first investigators to attempt to quantify the contribution of 
education to economic growth. 0 Schultz used essentially the 
same assumptions and the same data employed in the human cap- 
ital approach. Basically, the effect of education on the growth 
of the total economy was estimated by summing the effects of 
education on the income of all individuals. Using data for nine 
western nations for the period 1950-62, Dennison found that edu- 
cation accounted for between .4 and .5 of a percentage point of 
the annual growth in national income in the United States, Bel- 
gium, and Italy. The proportion of total growth in national in- 
come attributable to education depends in part upon the overall 
rate of growth in the particular nation. In nations which have 
low growth rates education makes a relatively large contribution, 
while in nations which have a high rate of growth the contribu- 
tion of education is less impressive, percentagewise. The diffi- 
culty with these procedures is that there is no independent vali- 
dation of the contribution of education to economic growth, for 
it is assumed that whatever residual remains after accounting 
for all other identifiable inputs may be attributed to education. 

More recently, econometric studies of the aggregate produc- 
tion function have been used to get at the relationship between 
education and economic growth. Summing up the results of these 
studies. Bowman noted that the education embodied in the labor 
force contributed to economic growth at a statistically signifi- 
cant level whether one looks at the agricultural sector, the manu- 
facturing sector, or the economy as a whole. 10 However, these 
studies also indicate that education’s contribution to economic 
growth is probably not as great as was indicated by some of the 
earlier studies. 

While there is substantial evidence that education does con- 
tribute to economic growth, the precise ways in which this con- 
tribution occurs are not known. Existing evidence is based pri- 
marily upon wage rates, which are assumed to reflect differences 
in the quality of labor, which, in turn, are assumed to reflect dif- 
ferences in the stock of educational capital. The studies lend 
support to the argument that education has contributed to past 
economic growth, but they do not demonstrate that additional 
expenditures for schooling would be an efficient way to encourage 
future economic growth. Such evidence can come only from 
studies which will reveal in much greater detail the precise ways 
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in which education is related to economic growth. 

More needs to be known about the relationship between the 
distribution of education in the labor force and the rate of eco- 
nomic growth. We need to know the answer to the question of 
what is the optimal distribution of education (in terms of years 
of school completed by various segments of the population) if 
economic growth is taken as the criterion for investment in edu- 
cation? Answers also are needed to such questions as the follow- 
ing: 

1. Why have wage ratios remained relatively stable over a 
long period of time despite the fact that substantial changes 
have occurred in the proportion of the population at each level 
of educational attainment? 

2. Do current employment practices reflect the level of edu- 
cation required to perform a particular job, i.e., are the edu- 
cational qualifications demanded of applicants for certain po- 
sitions essentially unrelated to the actual knowledge and skill 
required to perform the job satisfactorily? 

3. How is education related to innovation and adaptation, i.e., 
does education serve primarily to increase the pool of talent 
available to fill critical positions and to increase the adapta- 
bility of workers so that improved technology can be diffused 
more rapidly? If education does indeed create greater adapt- 
ability, what type of education, and what level of education, 
is most effective in improving the adaptability of the labor 
force ? 

Our knowledge of the relationship between education and 
economic growth does not warrant a prediction that merely 
making additional expenditures for schooling would be the most 
efficient way to encourage growth. It is true that the available 
evidence indicates there has been a relatively high rate of return 
to investment in secondary education. It is almost certain, how- 
ever, that these rates of return will vary over time, and that they 
will be influenced by the proportion of the labor force who are 
high school graduates. Graduating more high school students 
may contribute substantially to economic growth when there 
are relatively few high school graduates, but as the proportion 
of high school graduates increases their relative wage advantage 
may decline. Also, as a higher percentage of the school age pop- 
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ulation completes high school there is likely to be negative selec- 
tion with regard to those who fail to complete high school. When 
the societal norm is high school graduation, those who fail to 
complete high school are increasingly likely to be qualitatively 
inferior, that is, possess less ability or less will to succeed, than 
those who complete high school. Thus, it would be naive to as- 
sume similar rates of return to additional high school graduates 
if such a situation exists. The available evidence indicates that 
a fairly large portion of the nation’s past economic growth is 
likely to have been due to increases in the educational capital em- 
bodied in the labor force. At the same time, a prediction that 
further expenditures on schooling in the future would have the 
same effect on future economic growth is unwarranted. At this 
point there simply is not enough known about the processes by 
which education contributes to economic growth to warrant such 
a prediction. 



EFFICIENCY IN EDUCATION 

Efficiency is measured by the relationship between input and 
output in an enterprise. To achieve maximum efficiency a school 
or school district must obtain the largest possible educational out- 
put within the limits of its budget. (From an economic stand- 
point, efficiency also could be increased by achieving an existing 
level of output with a lower level of budget.) As noted earlier, 
little is known about the relationship between the various inputs 
to the educational enterprise and their effect on educational out- 
puts. In recent years, however, increasing attention has been 
directed to the task of measuring educational outputs. A number 
of management tools, for example, systems analysis, operations 
research and program budgeting, are being sharpened for use in 
improving the quality of decisions regarding the allocation of re- 
sources to the educational enterprise as well as their utilization 
within the educational enterprise. Several of the emerging man- 
agement tools have their roots in the discipline of economics and 
draw heavily upon economic concepts and analyses. 

Currently, there is much ado about accountability in educa- 
tion. Accountability has always been stressed in education, but 
in past years accountability was defined primarily in terms of 
safeguarding school funds to assure that they were properly ex- 
pended and that they were not lost or stolen. The recent concern 
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with accountability, however, is more closely related to the eco- 
nomic concept of efficiency. The question being raised today is, 
“What are we getting in return for the dollars we are spending 
on education?" Since accountability is primarily an economic 
concept concerned with input-output relationships, at least as the 
term is used today, it is appropriate to look to economics for ana- 
lytical tools which may help answer questions concerning ac- 
countability. 

Systems Analysis of Education 

The first phase in the application of systems analysis to edu- 
cation is that of identifying the objectives to be served by a pro- 
gram and the priority to be attached to each objective. It is pref- 
erable that objectives be stated in operational terms so that prog- 
ress toward their accomplishment may be more easily measured. 
Virtually all educational programs have multiple objectives and 
a thorough analysis requires that all objectives be considered. A 
number of problems must be dealt with at this stage of the pro- 
cess. One, for example, is that educational programs serve both 
short-run and long-run objectives. This poses the question of 
which objectives to emphasize as well as the problem of possible 
conflicts between the achievement of short-run and long-run ob- 
jectives. Another problem arises in the task of assigning prior- 
ities to objectives. In the absence of a market in education, pub- 
lic preferences are difficult to ascertain. The issue is further 
complicated by the fact that educational programs serve both in- 
dividual and social objectives; for example, a prime social objec- 
tive of education is the equalization of opportunity. For indi- 
viduals, equalization of opportunity may have a low priority rela- 
tive to more direct benefits, but it may have a very high priority 
insofar as the social objectives of education are concerned. Thus, 
the process of establishing priorities involves a balancing of so- 
cial objectives and individual objectives and inescapably requires 
that value judgments be made. The analyst should insist that 
such value judgments be made by others, not by the analyst. 

The second phase in the application of systems analysis is 
that of identifying alternative means for achieving the specified 
objectives. This phase involves the generation of alternative 
means of accomplishing objectives as well as the evaluation of 
such options. The analyst attempts to consider consumer prefer- 
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ences in this aspect of the planning process. For example, an at- 
tempt may be made to determine citizen preferences for various 
educational programs through such devices as citizen participa- 
tion in program planning, the use of neighborhood schools, and 
votes cast in school elections. A second method which might be 
used to assess consumer preferences is the use of fees and user 
charges. While determining consumer preferences via a price 
system has some appeal, it has only limited applicability in edu- 
cation because the externalities involved in education and the so- 
cial objectives of education are not mirrored in the preference 
patterns of individual consumers. A third possible method of 
determining consumer preferences would be through the creation 
of competitive markets. It is argued, for example, that a voucher 
system would create greater competition in education and permit 
consumers to select a school in accordance with their preferences. 
In one sense, the existence of a number of local school districts 
already provides a competitive market in education, for people 
can move from one district to another to obtain what they per- 
ceive to be a “better" education. 

Current educational practice is one fertile source of ideas con- 
cerning alternative means of accomplishing specified objectives. 
The analyst attempts to identify feasible ways of improving out- 
put within the context of the present system by using the com- 
ponents presently employed in the system. He may consider, for 
example, changes in sequence, in level of activity, or in timing. 
He might ask, “Is it necessary that formal schooling extend over 
12 years ?”, or “Why must baccalaureate degree programs consist 
of four years of study?", or “Why not have children begin school 
at age four rather than at age six?" 

Another fruitful source of alternatives is knowledge gained 
from experiments and demonstrations. The analyst may turn 
to research for evidence concerning alternative ways of accom- 
plishing educational objectives. New ideas or new applications 
of old ideas are not precluded in the search for alternatives. The 
objective of the analyst in this phase is to develop a number of 
program options for consideration by decision makers to insure 
that choices from among the various options are made consciously 
rather than programs being continued simply because they exist. 

The third phase of the analytical process involves identifica- 
tion of the costs involved in each of the alternative courses of ac- 
tion. Insofar as possible, all cost implications — direct and in- 
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direct, capital and operating, short-term and long-term— must be 
identified. The estimated cost of each program option open to 
the decision maker is needed. The estimates must include the 
cost of each program option for a specified period of time, the 
future cost implications of each program option, and any changes 
in cost which may be associated with changes in the volume or 
quality of the services provided under each program option. At- 
tention also must be directed toward any indirect cost items, such 
as the foregone income of students and the value of the hours of 
time parents devote to educating their children. The time mothers 
spend in educational activities with their children does constitute 
an educational cost, because that time could be devoted to other 
activities and therefore is not “free.” The challenge confronting 
the analyst at this point is to identify all resources which would 
be utilized in each program option, to estimate as accurately as 
possible the cost of such resources, and to project the future cost 
of each of the program options. 

In the fourth and final phase of the process, the analyst at- 
tempts to measure the benefits and compare the effectiveness of 
alternative program options. This task is greatly complicated 
by the difficulty of separating school-induced gains from gains 
due to the influence upon the student of other environmental fac- 
tors (home, community, etc.). Obviously, the measures of bene- 
fit (output or achievement) which are chosen must relate directly 
to the objectives of a program, and ideally they will reflect both 
long-run and short-run benefits. While the analyst would prefer 
economic measurements (such as rates of return to investment 
in various program options) , these reflect primarily long-run out- 
comes and, more importantly, they relate only indirectly to sig- 
nificant objectives which are difficult or impossible to quantify 
in monetary terms, such as participation in civic activities and 
use of leisure time. 

Achievement tests are the most widely used measures of short 
term objectives but they fall short of the mark for long-run ob- 
jectives, primarily because they lack a future time orientation. 
That is, one must assume that whatever is measured by achieve- 
ment tests (reading speed and comprehension, verbal ability, 
mathematical skills, and the like) is directly related to the long- 
run objectives of an educational program. While some argue 
that the development of market-oriented organizational arrange- 
ments for providing education would enable consumers to apply 
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cost-benefit measures directly, that is a fallacy. In fact, valid ob- 
jective outcome measures would be extremely important in any 
market-oriented system in order that consumers could make 
well-informed decisions when they purchase education for them- 
selves or their children, i.e., when they choose the schools that 
they or their children will attend. 



Planning-Programming-Budgeting (PPB) System 

A PPB system may be viewed as an operational application 
of systems analysis in education. In general, a PPB system at- 
tempts to identify the objectives to be served by educational pro- 
grams; plan programs which will maximize the accomplishment 
of these objectives by systematic identification of alternatives 
and comparison of potential benefits and costs ; allocate resources, 
through the budget process, to the program selected for imple- 
mentation; and monitor progress toward objectives in the pro- 
grams that are implemented so that the results of evaluation can 
be fed back to modify and sharpen the programs. 

A major contribution of PPB is the focus upon multi-year 
program and financial plans so that the future cost implications 
of each program are clear. School budgeting typically has cov- 
ered only a one-year or perhaps a two-year time frame ; under a 
PPB system the time frame is extended to cover at least five 
years. A second major contribution of PPB is its output orienta- 
tion. Rather than focusing upon the array of program inputs, 
analytic attention is devoted to the output of the program rela- 
tive to the objectives of the program. A third contribution of 
PPB is the focus on program accounting rather than fiscal ac- 
counting based upon broad functional categories. 

Application of a PPB system approach in education is still in 
its formative stages but experience to date indicates clearly that 
adaptations of the PPB approach will be required. The Educa- 
tional Resources Management System developed by the Associa- 
tion of School Business Officials provides one example of the way 
in which PPB concepts may be adapted for use in education. 

One reason for the need to adapt PPB concepts for use in edu- 
cation is that a PPB system tends to be centralizing in its effect 
upon educational decisions. It also may easily become a mecha- 
nistic system with rather intractable operating rules. Educa- 
tion is, above all, a “people oriented” enterprise. Imposition of a 
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PPB system of educational decision making will be of little avail 
without the commitment of those who must make the system 
work. High sounding goals and clearly defined objectives estab- 
lished by a central body may have little impact or even a negative 
impact in the classrooms where the learning process occurs. Thus, 
those who view PPB as a panacea for achieving efficiency in edu- 
cation would be well advised to give serious consideration to the 
human dimension of the educational enterprise. 

Educational Production Functions 

A production function is employed by economists to identify 
the maximum amount of output that could be produced from a 
set (or sets) of specified inputs. An educational production func- 
tion might take the following form: A=f (B,X„X 8 , ,X„). In 

this generalized function, A may represent either a single educa- 
tional outcome (such as might be measured by an achievement 
test) , or a composite of educational outcomes in which might be 
combined gains in learning, gains in social and civic participa- 
tion, and changes in attitudes. It would be preferable to con- 
sider A as a measure of the net gain in a specified outcome (or 
outcomes) achieved within a specified period of time, thus 
making it analogous to a measure of “value added.” Admittedly, 
there are problems involved in measuring short-run educational 
gains. Even more serious, however, are the problems of measur- 
ing the long-term effects of the educational process — which may 
be far more important than the short-run effects. 

The symbol B in the production function represents the char- 
acteristics of the learners who are involved in the educational 
process. Too frequently students have been regarded as inter- 
changeable units. This is clearly erroneous, for we know that 
students come to school with different backgrounds, that they 
vary in ability to acquire knowledge and skill, and that they 
vary greatly in their attitudes toward learning. Despite our 
knowledge of individual differences, we have tended to treat stu- 
dents as if they were alike when we know that they are not. It 
is true that most schools can exercise little control over the na- 
ture and quality of their students input. They can, however, pro- 
vide educational treatments which accommodate the varying 
characteristics of individual students. An educational produc- 
tion function which does not consider the effect of characteristics 
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of students upon the outcomes of the learning process is simply 
not adequate. 

The variables X, through X„ in the production function rep- 
resent all of the other human and material resources employed in 
the educational process to produce the educational outcomes. 
These inputs include, for example, teachers, administrators, and 
other educational personnel; books, laboratory equipment, and 
other instructional materials; classrooms, shops, and other edu- 
cational facilities; and all of the other resources that are em- 
ployed to produce educational outcomes. The qualitative charac- 
teristics of the inputs as well as the quantity of inputs should be 
included in the analysis. Thus, the number of teachers may be 
one input variable, the years of teaching experience may repre- 
sent another input variable, and the teachers’ verbal or quanti- 
tative abilities may represent yet a third input variable. 

The objective of analysis based on educational production 
functions is to allocate the available resources in such a way that 
the additional contribution to educational output from the last 
dollar expended on each unit of input is the same. It is at this 
point that output is maximized for a given level of input. The 
amount of money available to purchase inputs (the school 
budget) is assumed to be fixed. The task, then, is to determine 
how to distribute the budget to the various input factors so as to 
maximize output for the total funds that are available. 

Thomas has employed the production function concept to ex- 
amine three distinct types of input-output relationships.' 1 He dis- 
tinguished between the three types of educational production 
functions according to the manner in which inputs and outputs 
are defined and named them for their principal users. In the ad- 
ministrator’s production function, outputs are defined as units of 
specific service (such as student-years or student-hours) ; inputs 
include space, equipment, books, materials, etc. ; and analyses are 
concerned with determining the cost of providing a given unit of 
service. In the psychologist’s production function, outputs are 
defined in terms of behavioral changes in students (such as addi- 
tions to knowledge or the acquisition of values) ; inputs include 
quantitative and qualitative attributes of the inputs to the educa- 
tional process (such as the time of teachers and pupils and their 
personal characteristics as well as space, equipment, books, ma- 
terials, etc.) ; and analyses are designed to provide information 
concerning the relationship between inputs and outputs using 
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multivariate statistical procedures. In the economist’s produc- 
tion function, outputs are viewed as the additional earnings 
which accrue from an increment of schooling and inputs are 
viewed as the cost of that increment. Analyses are designed to 
reveal whether or not the earnings which are associated with an 
additional increment of schooling exceed the cost of the in- 
crement. 

If schools are to operate so as to maximize the output obtained 
from a given level of spending then educational managers obvi- 
ously must be given considerable discretion regarding the inputs 
which are to be purchased and the way in which they are to be 
organized in the educational process. Second, reliable measures 
of output — preferably measures of change during a specified per- 
iod of time — also are needed. Third, a system of incentives which 
rewards educational managers who operate efficiently would be 
very helpful. 

Unfortunately, these conditions generally do not exist in edu- 
cation. Educational managers typically have relatively little dis- 
cretion concerning the utilization of school inputs. They are con- 
strained by state law, by contracts with teachers, by accredita- 
tion requirements, and by tradition. Although the educational 
process abounds with tests, there is little systematic measure- 
ment of output and such data as do exist often are not available 
in useful form. Traditional fiscal accounting systems record ex- 
penditures for broad functional categories, rather than on the 
basis of educational programs. It is very difficult to obtain ac- 
curate data concerning the inputs to a given program — to say 
nothing about similar data concerning the outputs of that pro- 
gram. The reward systems which prevail in education typically 
do not reward efficiency, nor do they penalize inefficiency. 
Teachers and administrators who are notably successful in 
achieving desired educational outcomes are treated about the 
same as those who are abysmally unsuccessful. While educa- 
tional production functions do represent a potentially useful ana- 
lytical tool which can contribute to greater efficiency in educa- 
tion, their full potential cannot be realized unless the sources of 
inefficiency identified above can be remedied. 

Economies of Scale 

In most economic activities the average cost per unit of out- 
put declines as the size of the operation increases until, at some 
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point, the unit cost begins to rise again — perhaps because it is in- 
creasingly difficult to administer a large organization efficiently, 
or perhaps because of higher concentrations of pupils who re- 
quire more expensive programs. The result i3 a U-shaped curve. 
In education, the effect of economies of scale is shown by the fact 
that at very low enrollment levels the cost per pupil tends to be 
very high, declines quite rapidly as enrollment increases, then 
begins to rise after a certain size has been reached. Expenditure 
per pupil, however, is an input measure. The few studies of econ- 
omies of scale which have used output data do not indicate that 
larger districts outperform smaller districts in standardized 
achievement test scores when variations in student input and 
school expenditure are accounted for. In fact, when output meas- 
ures are employed there appear to be substantial diseconomies of 
scale in large urban school districts — suggesting that the cum- 
bersome bureaucratic structure which exists in large urban 
school districts may lead to substantial inefficiency in operation. 

Although relatively little is known about the relationships be- 
tween various combinations of resources and educational outputs, 
a positive and significant relationship between teacher salary 
levels and student achievement has been found when other influ- 
ences are held constant. Teacher turnover has been found to be 
negatively rented to student achievement. Certain attributes of 
teachers also have been found to be related to academic achieve- 
ment. Teachers’ verbal ability scores were found to be related 
to student achievement in several studies. Teacher experience 
(within certain limits) also has been found to be related to stu- 
dent achievement, although the training of teachers (as reflected 
in degree level) has not. In the vast majority of studies, little or 
no relationship has been found between class size and student 
achievement. 

INSTITUTIONAL ALTERNATIVES FOR EDUCATION 

We have made frequent reference in this chapter to the eco- 
nomic principles of efficiency and equity. The proposals for 
achieving greater efficiency and equity in education which have 
been advanced by economists fall within two major categories. 
One category includes those proposals designed to secure greater 
efficiency within the context of existing organizational arrange- 
ments or through modifications of existing organizational ar- 
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rangements. Economic models for securing greater efficiency in 
education which were discussed in the preceding section fall 
within this category. Also falling within this category are pro- 
posals for decentralizing decision-making in large urban school 
systems, and similar proposals aimed at modifying existing or- 
ganizational arrangements to make them more sensitive and re- 
sponsive to the needs and demands of the clientele served by the 
organization. 

Proposals which would completely restructure organizational 
arrangements for education constitute the second major category. 
Most prominent are the various proposals advocating adoption of 
some sort of voucher system for financing education. Virtually 
all economists recognize that the externalities which characterize 
education require that education be publicly financed or aided. 
However, public financing of a service does not require that the 
service be publicly provided. In the area of national defense, for 
example, the weapons of war typically are purchased by govern- 
ment from firms operating in the private sector. Public school 
facilities are generally constructed by private contractors. Thus, 
one who advocates the public financing of education while, at the 
same time, advocating organizational arrangements which would 
encourage greater private sector activity in education is not being 
inconsistent. 

Decentralization 

Critics claim that large, highly bureaucratized school districts 
(for the most part synonymous with large urban school districts) 
are economically inefficient because they are inflexible, offer no 
incentive for innovation and experimentation, and are insensitive 
to the needs and wishes of their clients. One remedy proposed 
by these critics is decentralization of decision-making to permit 
decisions regarding who will teach and what will be taught to be 
made at the local school level. Decentralization of this type 
would appear to offer students and their families a much greater 
opportunity to influence the nature and type of the school serv- 
ices they receive, although it would not permit them wide latitude 
in choosing the school they would attend. Experimentation and 
innovation in instructional practices and procedures would likely 
be encouraged under decentralization plans, although whether or 
not this would improve efficiency is subject to question. A key 
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factor in the success or failure of all decentralization plans is 
access to educational resources. Any plan which decentralizes 
decisions but which does not permit all operating units within 
the system to have equal access to the system’s educational re- 
sources is meaningless. Furthermore, the level of educational re- 
sources available in the total system must be adequate to permit 
meaningful decisions to be made if decentralization is to achieve 
greater economic and social efficiency. 



Voucher Systems 

In essence, voucher systems provide for the issuance of 
vouchers to parents of school age children ; the vouchers may be 
redeemed at any approved school, public or private, for a stated 
amount of money. Voucher proposals envision, either implicitly 
or explicitly, a restructuring of organizational arrangements for 
education by providing a wide choice of schools which children 
may attend. Advocates of vouchers assume that parents will 
"shop around” and selefct the school whose program (and 
charges) best fit the needs of their child. Whether or not the 
adoption of a voucher system would provide students and their 
families with greater choice would depend upon such factors as 
the amount of the voucher, the extent to which the voucher could 
be supplemented with private funds, the minimum requirements 
for certification as an approved school, and the extent to which 
market choices are, in fact, available. While experimentation 
and innovation might be encouraged under a voucher plan, it is 
difficult to perceive a marked advantage for a voucher system 
over other organizational arrangements in this regard. It is dif- 
ficult to identify any significant educational innovations which 
have come from private schools other than those associated with 
institutions of higher learning. 

At the heart of all voucher system proposals is an underlying 
faith that a competitive market system for providing education 
would be superior to all other organizational arrangements in 
achieving economic efficiency. Whether or not this faith is justi- 
fied has not been tested ; however, at least five questions should 
be raised with regard to this issue. 

First, the assumption is made that all consumers (students 
and their families) have thorough knowledge of the market (the 
quantity and quality of education available at various schools), 
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that their choices will be based primarily upon this knowledge, 
and that they will not hesitate to seek other suppliers if they are 
dissatisfied with their initial choice. One can hardly doubt that 
at the present time most parents are poorly informed with regard 
to the quantity and quality of education provided in various 
schools, whether public or private. Observations and interviews 
indicate that parental judgments with regard to schools tend to 
be based largely on what they know about the clientele attending 
a school rather than knowledge of the nature and quality of the 
educational program provided by the school. Furthermore, once 
a student enters a school, it is no easy matter to remove him and 
place him in a different school. As a practical matter, the realis- 
tic range of alternatives is likely to be narrow, for most parents 
will wish to have their children attend school in reasonable prox- 
imity to their home. If they have more than one child, it is likely 
that few parents will elect different schools for each of their chil- 
dren. Thus, the extent to which a voucher system would result 
in realistic alternatives in the choice of schools which children 
might attend is certainly open to question. 

Second, education is extremely labor-intensive. It is common 
knowledge that in recent years teachers have become much more 
militant and that they have obtained statutory authority to bar- 
gain collectively concerning their wages, hours, and conditions of 
employment in many states. The proponents of voucher systems 
tend to ignore the latent political and economic power which 
teachers can wield with regard to matters of educational pro- 
gramming. Large, cohesive teachers’ organizations could easily 
overpower any proposed changes if they bargain with a multi- 
tude of small, independent private schools. It is unlikely that 
merely introducing a voucher system to finance education would 
alter significantly the educational choices available to parents. 

Third, education is heavily weighted with externalities. In 
fact, these externalities provide the major justification for pub- 
lic financing of education. Clearly, the public interest requires 
that there be substantial regulation of schools to insure that min- 
imum standards are met by those schools which receive public 
funds. It is quite conceivable that a bureaucracy at least as in- 
transigent as any existing educational bureaucracy could arise to 
police the operation of a voucher system. 

Fourth, it, is very likely that the adoption of a voucher plan 
would contribute to economic and social inefficiency. One of edu- 
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cation’s major contributions to economic growth is that of break- 
ing down the barriers between class and caste, thus facilitating 
social mobility. Adoption of a voucher plan undoubtedly would 
inhibit social mobility by raising economic, religious, and racial 
barriers. All religious sects would have a strong incentive to es- 
tablish their own schools lest some other denomination secure 
control of the bulk of the nation’s educational system. A spate 
of private schools catering to select groups also could be expected 
to emerge. For example, adoption of a voucher plan for financ- 
ing elementary and secondary education would encourage the 
further development of segregated private schools in the South 
and in northern cities. If the national goal is to foster the de- 
velopment of more segregated white schools and more sectarian 
parochial schools of all denominations, then voucher systems can 
do the job. However, if the national goal is to equalize educa- 
tional opportunities for all citizens and to promote social mobility 
by breaking down the barriers between ‘.aste and class, then 
voucher systems have little to recommend them. 

Fifth, the creation of a large number of competing schools 
could lead to substantial diseconomies of scale. This would be 
especially true in the case of secondary schools where the thrust 
for many years has been to eliminate small, inefficient high 
schools. The diseconomies of scale which could arise with many 
small private and public schools in competition for students could 
easily reduce their output per dollar expended for education 
rather than producing greater efficiency in the use of the re- 
sources allocated to education. 

Performance Contracts 

Contracts in which the contractor is paid on the basis of stu- 
dent achievement are a relatively new arrival on the educational 
scene. School districts have for many years contracted with pri- 
vate sector enterprises for such things as the construction of fa- 
cilities, the transportation of pupils, and the provision of food 
services. However, the notion of contracting for the perform- 
ance of specific instructional activities with the contractor’s com- 
pensation based on gains in student achievement is quite recent. 

Performance contracts may be viewed as a means for modify- 
ing existing organizational arrangements, or they may be viewed 
as a means for implementing entirely new organizational ar- 
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rangements for education. For example, if the statutes permit 
it to do so, a school district might contract with a private enter- 
prise to take over the complete operation of a school. It might 
also negotiate a contract with the teachers and administrators in 
a given school building under which their compensation would 
be determined by the extent to which agreed upon objectives were 
attained. 

Private contractors must, of course, make a profit if they are 
to remain in business. Since they use essentially the same re- 
sources that school systems do — teachers, aids, materials, admin- 
istrators (managers), etc. — private contractors can make a 
profit only by making more efficient use of these resources. If 
private contractors can do this, there is no reason why teachers 
and administrators, given proper incentives, could not also oper- 
ate more efficiently. 

Performance contracts are better suited to the short-run ob- 
jectives of education that are susceptible to measurement by 
standardized objective tests. They appear to possess some po- 
tential for affording consumers (students and their families) a 
wider array of choices, although this will depend largely upon 
how such contracts are useu. Performance contracts would cer- 
tainly provide great incentive for experimentation with innova- 
tive instructional practices and procedures. 

Performance contracts may have considerable potential for 
improving efficiency in education, at least in terms of the attain- 
ment of short-run objectives. Whether or not performance con- 
tracts can be utilized to achieve broad social objectives is less 
clear. The rapidity with which school districts throughout the 
country have begun experimenting with performance contracts 
may be indicative of their potential for improving economic effi- 
ciency in education. On the other hand, it may simply be another 
manifestation of the “bandwagon syndrone” which seems to be 
so prevalent in American education. In any event, performance 
contracts cannot be expected to improve equality of educational 
opportunity unless resources adequate to provide the type of edu- 
cation needed by each child are made available. 
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Demographic and Social Factors 
Affecting the Financing of Education 



Among the factors affecting the cost of education, one of the 
most fundamental ones is the configuration of the population in 
its distribution on the earth’s surface. A cursory view of the 
United States emphasizes the vast differences within its national 
boundaries. 

In the sprawling metropolis of Los Angeles with its rivers of 
traffic, one can find a great variety of conditions. In the social, 
political and economic clustering of this area as in similar ones 
throughout America the proliferation of neighborhoods and in- 
dependent municipalities often contributes to the problems of 
providing for governmental services. 

The western mountain ranges are virtually uninhabited; 
across Nevada and Arizona, little dots of villages are interspersed 
between distant cities like Las Vegas and Phoenix. In Colorado, 
Idaho, Oregon, and Washington, densely populated cities and 
urban areas are contrasted with sparsely populated agricultural 
and mountainous areas. This pattern is repeated through Ari- 
zona, southern New Mexico, and through the Texas and Okla- 
homa panhandle into western Kansas, with one noticeable excep- 
tion. Isolated dwellings of Indians, ranchers, and farmers dot 
the landscape with frequency that corresponds directly with ram- 
fall and the terrain. 

In the plains of Kansas just a few decades ago one room 
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schoolhouses were located on the northeast corner of every fourth 
section. In the intervening period mechanized farming has re- 
duced the rural manpower needs. The resulting population de- 
cline and other social and political changes have contributed to 
the consolidation of these schools into larger units. 

In the fertile flatlands of the Midwest the density of rural 
population increases somewhat. The small villager are declin- 
ing, but towns and medium-to-large cities appear with increas- 
ing frequency. With Chicago as a center of concentration, an 
almost unbroken megalopolis extends from Milwaukee to Gary, 
Indiana, with traces extending to Detroit and Cleveland. In this 
context state boundaries appear as irrelevant as county and mu- 
nicipal lines. 

In contrast to the prairie land of the midwest, Louisiana, Ten- 
nessee, and North Carolina show a wide range from large cities 
along the main rivers and thoroughfares to little knots of villages 
strung through the mountains by a few ribbon-like roads. On 
the eastern seacoast another megalopolis extends from Norfolk 
to Boston. 

This brief discussion illustrates the fundamental nature of 
one demographic characteristic of this nation. Most states have 
a great range in concentration from a large city to a sparsely 
settled area. Only a few states depart from this pattern in the 
distribution of their population. 

Citizens often consider their problems and concerns as being 
unique to a particular setting, but commonalities do emerge when 
socio-demographic characteristics are studied on a state-by-state 
basis. Instead of working in isolation, states can benefit from 
the experiences of others as they develop equitable policies for 
support of education. 



DISTRIBUTION OF THE POPULATION 
Urban Concentration 

The concentration of population in urban areas is perhaps the 
most significant ecological fact of our time. In 1970 about 35 
percent of the people lived in cities above 50,000 population. 1 An 
additional 38 percent were in cities of 2,500 to 60,000. When 
the standard metropolitan statistical areas were considered, 
about 64 percent of the total population was included. Figures 
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for these three groups in 1950 were respectively, 35 percent, 29 
percent, and 59 percent. 

Sparse Areas 

The 1970 census shows 27 percent of the population residing 
in the open country and in villages of 2,500 or less population. 
The corresponding figure for 1950 was 36 percent, and in 1940 
it was 44 percent. The population in these areas has remained 
at about 54 million persons. Thus, the net effect of migration 
has been a loss of the increase arising from birth rates. These 
figures do not reveal actual decline in numbers in the open coun- 
try. 

Consequences 

Shifts in population have had profound consequences on edu- 
cation, styles of life, transportation, governmental services, and 
the economic structure of the sparse areas. Many aspects of the 
culture have changed markedly in the last few decades. 

The population shift from rural to urban areas has done more 
than reduce the proportion of the total population remaining in 
the rural areas. Many school districts with small enrollments 
and limited programs now face almost insurmountable difficul- 
ties as they attempt to offer improved educational opportunities 
for a declining population. Other governmental services are also 
inadequate, but per capita costs continue to rise. Leaders in 
many of these sparse areas also have been slow to recognize the 
need for reorganization of local government unite. 

Within the present governmental structure at least 80 per- 
cent of the existing 18,000 school districts do not have sufficient 
enrollments to provide minimally adequate programs without ex- 
cessive costs. However, this generalization cannot be applied 
uniformly to each state, for some have a sound district organiza- 
tion pattern. 

The process of school district organization has been retarded 
by the lack of development and funding for state finance formulas 
with correction factors for transportation, small schools, and 
special programs to overcome the handicaps arising from spar- 
sity of population. 

The presence or absence of educational programs and services 
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in sparsely populated areas will have different fiscal implications. 
For example, in an area with declining population the gross per 
capita cost for education will increase less sharply in communi- 
ties with few special programs and services than in communities 
with broad programs. Interest in the addition of new programs 
and services in recent decades has been slowed by the heavy im- 
pact of inflation. Because of the necessity to make priority- 
oriented decisions, new programs have lost in the competition 
for fiscal support. 

Urban areas also have unique characteristics which affect ed- 
ucation. The population in cities over 100,000 has increased 
from 44 million in 1950 to 55 million in 1970, while the percent- 
ages of the total in the nation in these cities declined from 29 per- 
cent in 1950 to 27 percent in 1970. 

Cultural factors have a great impact on education. Mobility 
of population is high, causing many schools to have a high pupil 
turnover during the year. The rate of pupil influx in recent dec- 
ades has increased faster than available resources for physical 
facilities. Rural areas continue to provide a stream of disadvan- 
taged children to the urban areas. This concentration of diverse 
ethnic groups has contributed to social and economic adjustment 
problems. Urban schools find themselves with a high proportion 
of children who have learning disabilities which require extra 
services and instructional resources. 

The various combinations of all these forces contribute to the 
rising per capita cost of education in the urban areas. In recent 
years the impact of urban forces has been expressed by many 
spokesmen as a density phenomenon. A few states have intro- 
duced density factors in the state aid formulas. However, factors 
for density and sparsity are only proxy measures that are justi- 
fied until direct measures based on diagnosis of pupil needs for 
compensatory or special educational services can be developed. 

Proximate Urban and Nonurban Areas 

Various propositions have been advanced from time to time 
about ways that proximate urban and nonurban areas might co- 
operate for mutual educational advantages. The two most domi- 
nant procedures that have been tried are: (1) shared programs 
and services and (2) amalgamation of school districts. 

The former arrangement is exemplified by regional vocational 
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centers, regional centers for special education, and intermediate 
districts. Experimental programs for computerized instruction, 

research services, and financial pupil accounting services are 
others. 

Amalgamation has occurred in a few urban areas where 
school districts for metropolitan areas have been created. In the 
sparse areas there has been a long-term trend of combining vil- 
Jages and rural areas that formerly had separate school districts. 

The consolidation of small schools in villages with the sur- 
rounding rural area increases the scale of operation with econo- 
mies m the distribution of resources. Greater efficiency can be 
attained by a reduction in the duplication in course offerings and 
supportive services of professional and auxiliary staff. Class 
sizes may be increased without exceeding effective limits. 

There are other variables among small districts which arise 
from social attributes of the people and are difficult to accommo- 
date in state aid formulas. Through consolidation of several 
small districts into larger units, differences in socio-demographic 
indices among school districts are reduced. State aid programs 
can be addressed to correcting the problems, but intra-district 
variations remain. Even if state aid measures were made appli- 
cable to schools instead of districts the corrections for these fac- 
tors would still be made more equitably in states with an ade- 
quate district organization pattern. 

Creation of metropolitan governmental units through the 
merging of either urban and rural or inner city with suburban 
areas raises issues of reorganizing various governmental units, 
not only for education but also for other governmental services. 
With fewer districts various programs and services may be de- 
veloped to the point of simplifying the problem of measuring 
need among districts in the state funding plan. Within the large 
districts the equitable intra-district allocation of resources among 
schools would be much more complex because of inter-school 
sharing of personnel and facilities. 



CHARACTERISTICS OP THE POPULATION 

Various population characteristics affect the financing of edu- 
cation. As the age distribution varies, need and demand for edu- 
cational programs and services also differ. 
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Birth Rates and Age Distributions 

Trends of birth rates have a direct impact on finance. Esti- 
mates for the decade of the 70’s’ suggest a slight decline, perhaps 
under five percent of the 6-17 age group from 1970. By 1980 the 
low point of the distribution will be among the 12- and 13-year- 
old youth. By that time, barring unforeseen changes in birth 
rates, the population under six years of age will be 18 to 39 per- 
cent above the size in 1970. 

These trends will have various effects, particularly in combi- 
nation with patterns of migration. In some communities schools 
will be closed because of population decline, while in others the 
need for additional facilities will be great because of population 
growth. 

In the past birth rates have been higher among the low in- 
come families than among the middle and high income groups. 
Future trends are uncertain, but high birth rates in one or an- 
other economic sector do have a relationship to the type and 
quantity of needed educational services and programs. 

Socio-Economic Composition 

Changes in the socio-economic composition of the American 
population may have a profound impact on the need for various 
educational programs, services, and financing in the years ahead. 

First is the increasing number of families dependent on pub- 
lic assistance. A high proportion of children are educationally 
handicapped because of cultural impoverishment. Costs of pub- 
lic assistance have reached a magnitude which offers competition 
for scarce resources that might be spent on education. Many of 
these children enter school with handicaps that call for remedial 
or supplementary services at extra expense. Requests for funds 
to provide these services are often in competition with additional 
requests for welfare or public assistance. 

Second is the large group of youth of all ages who, for a vari- 
ety of reasons, have serious emotional and learning difficulties. 
About three percent of the youth have severe mental and physi- 
cal handicaps. A small fraction, about 0.2 to 0.3 percent, must 
be institutionalized for extended periods because of severe social 
and emotional problems. About 10 to 15 percent of youth have 
a wide range of learning difficulties that require extra resources 
as compared with the remainder of the population. 
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Third is the substantial proportion of the normal working 
population in the 26-64 age group that undergoes occupational 
readjustment resulting primarily from technological changes. 
Many of these ndults are in need of part-time continuing educa- 
tion on a systematic basis for extended periods of time. Some of 
them are able to perform successfully in programs offered by 
junior colleges. Others either do not have access to the junior 
colleges or they need programs which could be offered in the high 
schools with appropriate resources. 

Fourth is the increasing proportion of the population over age 
65. The knowledge of medical science has increased the average 
longevity of life, but the culture has not provided an opportunity 
for a corresponding increase in the capacity for extended produc- 
tivity. This group is creating an increasing demand for various 
adult education programs as well as for public services in compe- 
tition with education. 

The first three groups have special relevance for this project. 
Their effect is to increase the overall cost of education. Further- 
more, what is even more significant is the uneven distribution of 
pupils with learning difficulties among local school districts. Some 
districts have high concentrations of pupils with these difficul- 
ties. Other districts have relatively few. Serious inequities occur 
in state finance plans when funds are distributed on an average 
per pupil basis without adequate correction factors to compen- 
sate for the extra services to deal with the wide assortment of 
learning and developmental difficulties of some pupils. 

Social Objectives and Attitudes 

Communities vary in their patterns of ethnic, religious, and 
economic backgrounds. They vary in educational preferences. 
Some have predominant attitudes of “production” orientation. 
They emphasize achievement for upward social and economic 
mobility, or have a high value for vocational training. Others 
have a “consumer” emphasis, i.e.. interest in the non-economic 
qualities of life. 

There are constant demands from all types of communities 
for specific changes such as making the curriculum more relevant 
to the needs of pupils, adding new services, extending formal 
schooling to children of younger age, increasing vocational pro- 
grams, and expanding adult education programs. When these 
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demands are defined clearly and put into perspective, they indi- 
cate an expansion in scope and comprehensiveness and increased 
fiscal requirements for education. 

Social Dynamics 

The mobility of the population adds to the impact of social 
heterogeneity on educational finance. The movement of families 
(and children) from one neighborhood to another in the large 
cities, as well as between various geographic areas, places a chal- 
lenge on local schools to make instructional adjustments for stu- 
dents. Substantial numbers of pupils attend from two to four 
different schools each year, with some slippage each time in indi- 
vidual progress. Many schools in the inner cities have an annual 
turnover of individuals equal to more than twice the number of 
enrollees during the first week of school. This dynamic charac- 
teristic of the school population creates the need for a different 
type of educational program to help maintain instructional effi- 
ciency as compared with more stable populations. 

The composition of the mobile school population has a notice- 
able impact on school systems. Children with bilingual back- 
grounds — Mexican-American, Indian- American, Puerto Rican, 
and others — may constitute a sizeable neighborhood in a large 
city, and a large proportion of a school’s enrollment. In a 
medium-to-small community there may be only a dozen or so 
pupils of different backgrounds, and the school’s response must 
be more individualized. 

The flow of migration in the 70’s will not be characterized as 
a farm-to-city movement. The crest of the farm revolution has 
passed. The next migration will be to metropolitan areas and 
will include movement of large numbers who went from the farm 
to small cities and villages where industrial and service occupa- 
tions failed to provide sufficient employment. In this industrial- 
technological society, movements of larger numbers of families 
at all economic levels may be anticipated. 

Many suburbs are already having a change in the flow of their 
migrant school population, with increasing numbers of low in- 
come families. The distribution of families is changing from 
skewness of middle-to-high income toward a pattern with pre- 
dominant middle income, flanked by high and low incomes. 

Changes in the composition of the migrant school population 
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" ribUte t0 the con P Iexities of financing education in at 
least two major ways that are observed at present: (1) obscure 
e need for additional funds to provide expanded educational 
programs associated with these pupils and (2) negate 
greater adaptability of schools to cope with a wider spectrum of 
educational needs in the school population. 



Economic Dynamics 

Changes in fiscal support for education seem inevitable if this 
nation attains the dominant educational objective of equality of 
educational opportunity for eveiy ir.dividual to develop to the 
limits of his capability and motivation. Two fundamental 
changes are crucial : ( 1 ) alterations in the changing governmen- 
ta! and economic structure on which taxation depends, and (2) 
the further consolidation of inefficient school districts which have 
tfvely 111816 p0pu ation to °P erate comprehensive programs eflfec- 

Some grave economic issues arise in implementing this goal 
of equal educational opportunity. Aside from issues on changes 

J" 1 T X S S te ? ls :J there are some specific ones on distribution of 
funds. First, the variations in the educational needs of pupils 
must be recognized in determining financial requirements Sec- 
ond, varying educational program requirements will result in var- 

Th!^rnVin XPe ^ lt ! 11 J.i eVeIs am0ng pupils and sch0Ql districts. 
Third, philosophical differences exist relative to desired levels of 

taxation equity for individuals and governmental units. 

... 0 specific, assume that pupil needs among commu- 

mties can be defined reasonably well and then the resources of 

personnel and material estimated. Since salaries of all the staff 

professional and auxiliary, constitute about 75 to 80 percent of 

the operating budget, the policies governing the salary structures 

will affect the expenditure level among districts. Should salaries 

be equal throughout a state, or the nation, for comparable quality 

of service 7 Should cost of living corrections be introduced to 

offset expenses associated with variations in cost of living? 

If the above illustrations of variations in educational program 
requirements among pupils and school districts are recognized, 
varying levels of fiscal support are an inevitable outcome. If the 
concept is extended further to recognize that the expenditures 
required to provide identical educational programs and services 
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will vary among school districts, fiscal allocation systems then 
must include additional weightings which recognize these eco- 
nomic factors. Adequate funding will require an extension of the 
equalization principle considerably beyond the existing patterns. 

Another example of the manner in which societal and cultural 
changes have an impact upon educational programs is found in 
the increasing limitations on the development of work-study pro- 
grams or real-life experiences for youth. The economy is becom- 
ing increasingly closed to youth for on-the-job clinical experience 
that can be related to their educational development. Available 
opportunities will not be accessible to the large numbers of stu- 
dents seeking the experience. 

Can schools provide experiences on a laboratory scale to 
bridge this gap? One option may be for the public school system 
to install the concept of a mini-scale laboratory for on-the-job 
training of generalizable skills, such as an auto mechanics shop, 
sales training through distributive education, construction of a 
home in the building trades program, a science laboratory de- 
signed to prepare medical laboratory technicians, and computer 
laboratory to train computer technologists. 

Public schools are well-suited to teach the general education 
knowledge and skills needed in business and industry; and they 
can do so at reasonable cost, leaving on-the-job training that con- 
sists largely of specific skills to be provided by particular business 
or industrial organizations. However, societal needs related to 
manpower retraining and service or small employer occupations 
may not be met adequately through this latter course of action. 

Some critics of the public schools contend that the system is 
not responding with sufficient clarity and speed and also is not 
undergoing the changes in programmatic emphasis necessary to 
meet the requirements of the times. Other spokesmen claim that 
the public schools should reflect societal values and goals and that 
they depend upon it for sufficient resources and moral support. 
The challenge of adaptation involves both a restatement of so- 
cietal goals for public education and an allocation of sufficient 
resources to achieve those goals. 

This project presents much evidence related to the necessity 
to reexamine goals and programs in the public school system of 
this nation. Many elements of this reexamination are under- 
way, some of which will suggest savings but others point to in- 
creases in the cost of education. 
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Various institutions are undergoing significant changes in 
the American culture. The extended family unit no longer pro- 
vides the security of a less mobile society; families in which both 
parents hold full time jobs do not provide the same type of rela- 
tionship found in a rural agrarian culture. The pseudo- 
apprentice pattern of the boy following in the occupation of his 
father is becoming much less prevalent as more and more jobs 
become obsolete. Each of these and other changes result in in- 
creasing expectations from educational institutions — from pre- 
school programs to post-secondary vocational training. 

Advances in technology and increases in the rate of expansion 
of knowledge place additional demands on educational institu- 
tions. The task of maintaining contact with current develop- 
ments offers a formidable challenge for professional educators 
charged with the responsibility for providing relevant educa- 
tional experiences. 

. How can the interest of the professional educator be balanced 
with the public interest as the nation makes decisions about pub- 
lic education and determines its educational goals? Will the pro- 
fession have the opportunity and the responsibility for providing 
leadership in this endeavor? What role will the profession have 
in determining the nature of the educational environment in 
which the profession will be held accountable for educational out- 
comes? How will decisions be made concerning organization of 
programs and staffs, the instructional process, and inputs for 
capital facilities and supplies and equipment? Additional inter- 
action is necessary before agreement is reached on the appropri- 
ate lay and professional balance in educational decision making. 

SUMMARY 

Educational expenditures are determined by a number of con- 
certed forces, some of which can be sorted out and measured 
while others are subtle and elusive. The list includes: sparse 
population, high density, high concentrations of pupils with 
learning difficulties that require extra-cost programs and services, 
breadth of educational offerings, living costs, prevailing living 
standards among communities, aspirations of citizens for the de- 
velopment of their children, and the nature of cooperation be- 
tween the community and the schools. These forces operate 
within the parameters of state tax provisions for education, 
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methods of distributing state and federal funds to local districts, 
patterns of organization for school districts, and the attitudes of 
citizens. 

In some of the sparsely settled areas of the nation, there are 
so few students in a school that a typical program requires twice 
the per pupil amount of staff, materials, and buildings as com- 
pared with a school of normal size in populous areas. 

Many high density urban areas provide the other extreme 
where factors other than mere numbers of pupils enter the pic- 
ture. The socioeconomic composition of the population contrib- 
utes to wide differences in social characteristics and educational 
needs which require additional inputs to meet educational needs. 
The big cities are the most conspicuous examples of this social 
imbalance which results in an overload on the school system to 
compensate for an abnormal amount of educational disadvan- 
taged in the school population . 3 This imbalance has become as- 
sociated with high density, when in fact the problem is sociologi- 
cal in character. 

In other areas some type of school district consolidation or re- 
organization may be desirable, but adjoining communities with 
differing religious, ethnic, and economic characteristics may be 
antagonistic and uncooperative with each other. These differ- 
ences in attitudes often overshadow the geographic limitations 
that stand in the way of providing optimal educational oppor- 
tunities. Thus, part of the excess cost of operating many small 
schools can be attributed to social attitudes and not to the degree 
of population sparsity. 

In many communities the political dynamics of existing gov- 
ernmental units are polarized between rural and urban areas. 
This condition has thwarted the consolidation of rural and small 
urban school districts into unified systems in nearly half of the 
states in this nation. Thus, the advantages accruing through 
proximity to each other often have been lost in jealousies and 
misunderstandings. 

There are other dynamic characteristics of our society that 
have a great impact on educational finance. The impact of mi- 
gration into the inner cities has been the most critical one. Mi- 
gration into other areas has had pronounced impact in some in- 
stances. 

The impact of out-migration to the suburbs around big cities 
has not been fully assessed for the effect on educational finance. 
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In the early stages of development these communities were able 
to devote a high proportion of their tax revenue to public schools. 
As they have matured and become saturated other costs of gov- 
ernment have increased proportionately. Today, many of these 
communities face a serious financial crisis. 

The first consideration, therefore, in taking stock of the fi- 
nancing of public education in America, is the varied panorama 
of social and demographic characteristics: the distribution of 
people across a vast land, the great range in the nature of school 
districts, the variety in political subdivisions for governmental 
services related to education, the mobility of population, and the 
great variety of ethnic backgrounds. Some of these differences 
create problems for solution. Others unavoidably cause extra 
costs which must be understood. The first challenge is to develop 
higher levels of tolerance for and to capitalize upon the great 
potential in the cultural diversity of the people in the United 
States — their thoughts, attitudes, aspirations, values, and capac- 
ity to achieve the common good, and the second, and greater chal- 
lenge, is for the American educational system to provide an edu- 
cational program for all sectors of the population and also to 
maintain its historical capacity to foster social and economic mo- 
bility for the populace. 



FOOTNOTES 

1. U. S. Department of Commerce, Bureau of Census. Advance Report, 
(PC-VI-1-50). Statistical Abstract of the United States, 1970. 

2. U. S. Bureau of the Census, Current Population Reports, Series P-26, 
No. 375. "Revised Projections of the Population of States: 1970-1986.” 
Washington D. C. : Government Printing Office. October 3, 1967. Table 6, 
Series I-B, pp. 26-33; Series I-D, pp. 42-49. 

3. See Chapter 6 for discussion of measurement of program cost differ- 
entials. 



CHAPTER 4 



Variations in Ability and Effort to 
Support Education 



The fact that variations in ability and effort to support edu- 
cation exist among states, regions, and school districts in the 
United States has been demonstrated so frequently that it hardly 
needs repeating. However, despite years of effort to develop 
and put into practice systems of financing education which will 
reduce the effect of such variations, they remain with us today. 
Why are such variations a matter of concern? The fact is that 
equality of educational opportunity is fundamentally a matter of 
equality of access to financial resources. Wide variations in abil- 
ity and effort to support education are a major obstacle to the at- 
tainment of substantial equality of educational opportunity in the 
United States. Thus, one important criterion against which 
school finance programs must be measured is the extent to which 
variations in the ability of school districts and states to raise rev- 
enue for the support of education are permitted to control the 
level of financial resources available to educate children in the 
schools. 

The terms ability and fiscal capacity will be used interchange- 
ably in this chapter. For our purposes, fiscal capacity is a meas- 
ure of the fiscal bases which a taxing jurisdiction is taxing, or 
could tax, to raise revenue for public purposes. Thus, when we 
refer to the fiscal capacity of a school district or any other unit 
of government, we are referring to the tax base (or bases) 
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against which that unit of government may levy taxes. Tax ef- 
fort refers to the extent to which a taxing jurisdiction— for ex- 
ample, a state or a school district — is using its capacity to raise 
revenue by taxation. Obviously, the amount of revenue which 
can be raised by a unit of government will depend upon both the 
size of its tax base and the tax rate which it levies. A district 
with a very limited tax base can raise relatively little revenue 
even at confiscatory tax rates, while a district with a large tax 
base can raise substantial amounts of revenues by levying a very 
modest tax rate. 



TAX SOURCES FOR EDUCATION 

Before examining the extent to which variations in fiscal ca- 
pacity and tax effort exist among states and school districts, it 
will be useful to consider some of the taxes which might be used 
to obtain revenue for education, particularly with regard to sev- 
eral generally accepted criteria which may be used to evaluate 
various taxes and tax structures. 

It is generally agreed that a tax should not bring about eco- 
nomic distortions by causing people to alter their economic be- 
havior. For example, a tax should not reduce the output of some 
goods or services relative to others; it should not affect decisions 
regarding the location of industrial plants, shopping centers or 
other economic activities; it should not reduce the efficiency of 
the production and distribution of goods and services; and it 
should not reduce the willingness of persons to work. 

A second major criterion is that a tax should be equitable. 
This criterion indicates, for example, that persons who are in the 
same economic circumstances should be treated equally; that 
taxes should be distributed on the basis of the taxpayer’s ability 
to pay ; and that the overall tax structure should not be regressive 
relative to the income of taxpayers (i.e., should not take a greater 
percentage of the income of low income taxpayers than of high 
income taxpayers). 

A third major criterion is that a tax should be collected easily 
and effectively. This criterion suggests that a tax should be dif- 
ficult to evade or avoid, that collection procedures should be sim- 
ple, and that the cost of collecting the tax should be minimal. 

A fourth criterion which has gained increasing acceptance in 
recent years is that the revenue obtained from the tax structure 
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should rise at least in proportion to income. Governmental ex- 

thTrP r s a? - t0 at Ieast as rapidly as income and unless 
revenue obtained from the tax structure increases at the same 
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The Property Tax 

The property tax traditionally has provided the bulk of the 
revenue received by local governments in the United States Due! 
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The property tax also fares rather poorly on the equity cri 

ofTronertXvel which ” «- a«nt 

of property there frequently is unequal treatment of equals An- 
'S"; serious shortcoming is that property ownership is not 
closely correlated with either income or net wealth. In other 
words, ,n an urban industrialised society the ownership of prop- 
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erty is a rather poor measure of ability to pay taxes. This is seen 
most clearly, for example, in the case of older persons who own a 
home but have little current income which can be used to pay the 
property tax. In most cases a tax on business property is shifted 
forward to the consumer, i.e. f added to the price of the item, al- 
though the ease with which the tax may be shifted varies from 
one business to another. The property tax frequently is criti- 
cized as being regressive in relation to income. The evidence on 
this question is not at all clear, although there is some evidence 
that persons in the lowest income groups pay a much higher per- 
centage of their income in property taxes than do persons in the 
highest income groups. 1 

The property tax does not rate well on the criterion of reve- 
nue elasticity. Netzer concluded that when national income in- 
creases by 1 per cent, property tax revenues will increase by ap- 
proximately .8 per cent. 2 One reason for this lag is the fact that 
the rate of increase in the property tax base depends upon action 
by assessors. Consequently, the property tax base does not in- 
crease automatically as business activity expands. Also, the 
rather low correlation which exists between property and income 
indicates that the two are not likely to increase at the same rate. 

The property tax undoubtedly could be improved substantially 
by the adoption of more accurate and more uniform assessment 
practices. Other recommendations for changes aimed at remov- 
ing some of its deficiencies include exemption of low income 
groups from the property tax, a freeze in tax rates to encourage 
new construction and renovation of existing property, and ex- 
emption of owner-occupied homes from the property tax. Al- 
though the property tax undoubtedly could be improved, in- 
creased use of this tax base is difficult to justify. Its inherent 
disadvantages cannot be removed completely. Furthermore, the 
property tax is already used so heavily by units of local govern- 
ment that it does not appear to offer much potential for signifi- 
cant increases in local government revenue. 

The Sales Tax 

The sales tax is a major source of revenue at the state level. 
Although in most states school districts are not authorized to 
levy a sales tax, the sales tax nevertheless is a major source of 
revenue for education because state grants-in-aid to local school 
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districts are financed in part from revenue which the state de- 
rives from sales taxes. 

In 1970, 45 states containing 98 per cent of the population of 
the United States levied some type of sales tax. During 1969, 
sales tax collections by the states totaled $12.3 billion, which rep- 
resented about 30 per cent of all state tax revenue. Sales tax 
rates in 1970 ranged from 2 per cent to 6 per cent with the me- 
dian state sales tax rate being 3 per cent. 

The extent to which the sales tax meets the equity criterion 
depends primarily upon how the tax base is defined. A sales tax 
on all goods tends to be regressive relative to income. A good bit 
of the regressivity can be removed, however, by either exempting 
food from the base of the sales tax or by allowing a credit against 
income tax liability for the sales tax paid on minimum necessary 
purchases. 

With regard to economic distortions, sales taxes may affect 
decisions concerning the location of shopping centers and other 
large retail developments. This is particularly true at the borders 
of a state if one state levies a sales tax and a neighboring state 
does not, and in metropolitan areas if local municipalities levy 
sales taxes at varying rates. Economic distortions also may 
occur if sales taxes are levied upon goods used in production. An- 
other type of economic distortion may arise if some goods are 
exempted from the tax, since consumers then have an incentive 
to increase their consumption of exempt goods in comparison 
with those which are taxed. 

Administration of a sales tax is relatively simple, at least at 
the state level, for the tax generally is collected by the retailer 
and remitted to the governmental unit levying the tax. Inter- 
state sales do pose some problems, for a state cannot levy a tax on 
sales for delivery outside the state and often has difficulty collect- 
ing a tax on purchases made by its residents in another state. 
Problems of administration and compliance are multiplied if 
there are many exemptions to the tax base since record keeping 
is made more complicated and audit is made more difficult. 

The revenue elasticity of the sales tax will depend upon how 
the tax base is defined and upon the items which are exempted 
from the tax. However, the revenue derived from a sales tax 
tends to increase at about the same rate as income increases. 3 
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Personal Income Tax 

The personal income tax is the largest single source of reve- 
nue of the federal government and also is an important source of 
revenue for the states. Forty-one states made use of some type 
of personal income tax in 1970. although it should be noted that 
state income taxes varied widely both in definition of the tax 
base and in rate structure. Local income taxes are not widely 
used, although they do represent a significant source of revenue 
for units of local government in a few states.* 

A personal income tax which treats all income uniformly 
should cause the least economic distortion of any tax. In terms 
of equity, the personal income tax has the advantage of being di- 
rectly related to the most generally accepted measure of tax pay- 
ing capacity, i.e., the income of the taxpayer. Furthermore, the 
tax can be adjusted to take into account circumstances which af- 
fect tax paying capacity. For example, exemptions can be pro- 
vided for dependents and certain necessary expenditures, such as 
those for medical care and for payment of state and local taxes, 
which can be deducted from gross income to arrive at taxable in- 
come. 

Administration of the personal income tax, although poten- 
tially rather complicated, has been greatly aided by adoption of 
such practices as withholding and payroll deductions. The use 
of computers and the exchange of information by the federal and 
state governments has greatly improved administration of the 
tax as well as making tax evasion more difficult. 

The personal income tax ranks the highest of all taxes on the 
criterion of revenue elasticity, particularly if the rates are pro- 
gressive, i.e., increase as the individual’s personal income in- 
creases. When a progressive rate structure is employed the rev- 
enue obtained from the income tax increases more rapidly than 
does personal income, thus tending to keep pace with the growing 
demand for public services. On the other hand, revenue from 
the personal income tax will tend to decline at a more rapid rate 
than personal income declines in periods of economic recession 
if the rate structure is progressive. 

Corporate Income Taxes 

In addition to the corporate income tax levied by the federal 
government, 43 states levied a tax on the income of corporations 
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in 1970. The nature of the corporate income tax varies quite 
widely among states, as do the tax rates levied on corporate in- 
come. During fiscal year 1969, state tar.es on corporate income 
yielded $3.18 billion, which was 7.6 per cent of all state tax col- 
lections during that year. 

Taxes on corporate income are not likely to cause serious eco- 
nomic distortions if they are relatively uniform from state to 
state, although a potential for economic distortion does exist. It 
is often asserted that if a state deviates too far above its neigh- 
bors in taxing corporate income it will be at a disadvantage in the 
competition to attract and/or retain industries. However, the 
evidence with regard to this claim is far from clear. 

Taxes on corporate income generally comply reasonably well 
with the criterion of equity. A moderately progressive rate 
structure is found in some states, although proportional tax rates 
on corporate income are more common at the state level. 

In terms of difficulty of administration and compliance, cor- 
porate income taxes are comparable to personal income taxes. 
Revenue elasticity from the corporate income tax is somewhat 
less than from the personal income tax, but is higher than the 
revenue elasticity characteristic of nearly all other levies. 

Other Taxes 

Excise taxes, particularly those levied on motor fuel, liquor, 
and tobacco products, produce a substantial amount of revenue 
at the state level— $8.9 billion in fiscal year 1969/' Excise taxes 
are also levied by the federal government but their use by units 
of local government is quite limited. Excise taxes already are 
used heavily and do not have the potential to produce signifi- 
cantly greater amounts of revenue in the future. 

Estate and inheritance taxes are levied at the state level but 
they do not produce a great deal of revenue and their potential is 
rather limited. Severance taxes on natural resources such as pe 
troleum and minerals are levied by some states but generally do 
not represent a major source of governmental revenue. 

There are no major unused taxes. It is true that not all states 
levy each of the major taxes at the present time. Some states, 
for example, still do not levy a tax on personal or corporate in- 
come and a few states do not tax sales. However, as revenue de- 
mands have increased in recent years the states have been forced 
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to search continually for new sources of revenue and it is likely 
that all states will levy each of the major taxes in the foresee- 
able future. Thus, it seems more productive to concentrate at- 
tention on improving the productivity of existing tax structures 
rather than searching for new sources of tax revenue. 

VARIATIONS AMONG THE STATES IN FISCAL CAPACITY 

AND EFFORT 

The concept that education is a state function has been so 
firmly established by a long line of court decisions that it is be- 
yond argument. Since education is a state function, responsibil- 
ity for providing financial support for the operation of public 
schools rests with the state A local school district has no inher- 
ent power to levy taxes ; its power to levy a tax must be expressly 
conferred upon it by the state. Consequently, we shall first ex- 
amine variations among the state in fiscal capacity and effort, 
particularly as such variations affect the financing of education. 

There are two general approaches which have been employed 
in measuring fiscal capacity. The first approach utilizes eco- 
nomic indicators, primarily measures of income, and compares 
the several states on the basis of such economic indicators. The 
second approach to measuring fiscal capacity evaluates the tax 
bases available within a state, estimates the amount of revenue 
these bases would produce if they were subjected to various rates 
of taxation, and compares the several states on the basis of these 
data. 

Fiscal Capacity of States Based on Economic Indicators 

Personal income expressed on either a per capita or a per 
household basis is the measure most commonly used for determin- 
ing the relative ability of the states to raise revenue to finance 
state and local governmental activities. Total personal income 
per capita is not the most satisfactory basis for comparisons be- 
cause it ignores the fact that people must purchase food, clothing, 
and shelter in order to survive, and that they must pay federal 
income taxes. A study conducted for the National Educational 
Finance Project developed estimates of personal income per cap- 
ita in the 50 states by deducting from total personal income (1) 
an allowance of $750 per person to cover basic expenditures for 
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f ^’« Cl m!‘ ing, 4 ? nd shelter and (2) federal Personal income tax 
pai . The estimates of net personal income per capita and of 
net personal income as a percentage of personal income per 
capita for each of the 60 states are shown in Table 4-1. 

For the United States, net personal income per capita was 
estimated to be 69.55 per cent of personal income per capita. The 
lowest percentage was found for Mississippi, where net personal 
income was estimated to be only 58.94 per cent of personal in- 
come per capita. The highest percentage was for Alaska, where 
net personal income was estimated to be 74.68 per cent of per- 

i™* Per Capita< . Net P ersonal income ranged from a 

w ot $i,292 per capita m Mississippi to a high of $3,369 per 
capita m Alaska. 

Some have proposed that measures related more directly to 
the demand for education should be used to assess the capacity 
of states and units of local government to finance education. 
Such measures as personal income per person age 6-17 or per- 
sonal income per child in average daily attendance have been 
suggested. In Table 4-2 are shown estimates of personal income 
and the rankings of the fifty states on these two measures. 
4-1 ) mates of personal income per capita are shown in Table 

Income per school age child does more accurately reflect the 

°f’ ° f the 8rea in question - Xt also adjusts for 
differences in the age distribution of the population of a state. 

States with a large proportion of persons in the upper age 
brackets may rank considerably higher when their fiscal capacity 
is measured on the basis of personal income per school age child. 

! Xan luV anked 28 ° n the basis of P ersonal i^ome 

FlS l b T aS S *° f personal income Per school age child 

Florida ranked 15. In Alaska, on the other hand, where the 

school age population is a much larger percentage of the total 
population, the state ranked 2 on per capita income but 19 on 
“ pe J f* 10 ® 1 ag ® childt A comparison of the data contained 
?? V’ 1 and Tab e 4 ' 2 indicates that 13 states changed in 
rank by five or more places when income per school age child was 
used as the basis for the ranking. Six states (Alaska, Arizona, 
Minnesota, New Mexico, Utah and Wisconsin) dropped five or 
more places; seven states (Florida, Maine, Missouri, Oregon 
Pennsylvania, Rhode Island and Tennessee) increased in rank 
by five or more places. 
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TABLE 4-1 



Net Personal Income in 1969 After Deduction of an Allowance for 
Basic Expenditures ($750/capita) and Federal Income Tax Paid* 



State 


Gross 
Personal 
Income 
Per Capita 
( Dollars ) 


Rank 


Net 

Personal 
Income 
Per Capita 
(Dollars) 


Rank 


Net Personal 
Income Per 
Capita as a 
Percentage of 
Personal Income 
Per Capita Rank 


Alabama 


$2,566 


48 


$1,605 


48 


62.55 


48 


Alaska 


4,511 


2 


3,369 


1 


74.68 


1 


Arizona 


3,336 


29 


2,291 


29 


67.68 


27 


Arkansas 


2,520 


49 


1,582 


49 


62.78 


47 


California 


4,272 


7 


3,096 


5 


72.47 


2 


Colorado 


3,568 


21 


2,492 


22 


69.84 


20 


Connecticut 


4,537 


1 


3,209 


2 


70.73 


8 


Delaware 


4,013 


10 


2,781 


10 


69.30 


24 


Florida 


3,427 


28 


2,338 


28 


68.22 


30 


Georgia 


3,040 


36 


2,031 


37 


66.81 


38 


Hawaii 


3,809 


13 


2,689 


12 


70.60 


9 


Idaho 


2,857 


42 


1,875 


42 


65.63 


43 


Illinois 


4,310 


5 


3,077 


6 


71.39 


5 


Indiana 


3,691 


16 


2,579 


17 


69.87 


19 


Iowa 


3,517 


24 


2,477 


23 


70.43 


11 


Kansas 


3,532 


23 


2,493 


21 


70.58 


10 


Kentucky 


2,860 


43 


1,871 


43 


65.65 


42 


Louisiana 


2,781 


45 


1,784 


45 


64.15 


45 


Maine 


3,039 


37 


2,029 


38 


66.77 


39 


Maryland 


4,095 


9 


2,864 


9 


69.94 


16 


Massachusetts 


4,138 


8 


2,946 


8 


71.19 


6 


Michigan 


3,944 


11 


2,767 


11 


70.16 


13 


Minnesota 


3,608 


20 


2,538 


19 


70.34 


12 


Mississippi 


2,192 


50 


1,292 


50 


58.94 


50 


Missouri 


3,459 


26 


2,373 


26 


68.60 


28 


Montana 


3,124 


33 


2,127 


33 


68.09 


31 


Nebraska 


3,643 


19 


2,580 


16 


70.82 


7 


Nevada 


4,359 


4 


3,138 


4 


71.99 


3 


New Hampshire 


3,474 


25 


2,365 


27 


68.08 


32 


New Jersey 


4,278 


6 


2,992 


7 


69.94 


16 


New Mexico 


2,893 


40 


1,909 


40 


65.99 


40 


New York 


4,421 


3 


3,170 


3 


71.70 


4 


North Carolina 


2,890 


41 


1,907 


41 


65.99 


40 


North Dakota 


3,011 


38 


2,049 


36 


68.05 


33 


Ohio 


3,779 


14 


2,633 


15 


69.67 


21 


Oklahoma 


3,065 


34 


2,056 


35 


67.08 


36 


Oregon 


3,565 


22 


2,473 


24 


69.37 


22 


Pennsylvania 


3,664 


17 


2,538 


19 


69.27 


25 


Rhode Island 


3,788 


15 


2,644 


14 


69.98 


15 


South Carolina 


2,581 


47 


1,623 


47 


62.88 


46 


South Dakota 


3,052 


35 


2,105 


34 


68.97 


26 


Tennessee 


2,810 


44 


1,806 


44 


64.27 


44 


Texas 


3,254 


32 


2,191 


32 


67.33 


35 


Utah 


2,994 


39 


2,006 


39 


67.00 


37 


Vermont 


3,267 


31 


2,239 


30 


68.53 


29 


Virginia 


3,293 


30 


2,222 


31 


67.48 


34 


Washington 


3,835 


12 


2,686 




70.04 


14 


West Virginia 


2,610 


46 


1,628 




62.38 


49 


Wisconsin 


3,647 


18 


2,549 


18 


69.89 


18 


Wyoming 


3,445 


27 


2,388 


25 


69.32 


23 


UNITED STATES 3,676 

• A J A T T 




2,556 




69.55 





Adapted from Roe L. Johns and Oscar A. Hamilton, Jr., “Ability and 
Effort of the States to Support Public Schools” (Gainesville, Fla. : National 
Educational Finance Project, 1970), 16pp. (Mimeo) 
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On the other side of the ledger, it must be noted that educa- 
tion is only one of the public services which are financed by states 
and local governments. Older persons, for example, may not re- 
quire education but they are likely to require other public services 
which school age children do not require. Using income per 
school age child as a measure of fiscal capacity tends to ignore 
the fact that other public services also must be financed by the 
states. The use of net income as shown in Table 4-1 tends to ad- 
just for this factor. 

Income per child in average daily attendance has also been 
proposed as an alternative measure of fiscal capacity. It is 
claimed that this measure reflects the actual educational “load” 
since it is based on the children actually in school. This 
measure, of course, markedly affects the apparent fiscal capacity 
of states or school districts in which a high percentage of the 
children attend nonpublic schools or which have a substantial 
number of children who are not in school. Comparing the rank- 
ings of the states on income per school age child versus income 
per child in ADA, it will be noted that 14 states changed in 
ranking by five or more places. Seven states (California, Flor- 
ida, Indiana, Maine, Nevada, Oregon and Washington) declined 
in apparent fiscal capacity by five or more places while the 
other seven states (Hawaii, Kansas, Kentucky, Louisiana, Mis- 
souri, New Hampshire and Wisconsin) increased by five or 
more places. 

Net personal income per child in ADA (or ADM) is a better 
measure of a state’s ability to support education because it re- 
flects the net personal income after deducting $760 per capita for 
subsistence and federal personal income taxes paid. That meas- 
ure of ability is also shown in Table 4-2. It will be noted that the 
use of this measure causes some changes in the ability ranking of 
the states. 

Fiscal Capacity of States Using Various Tax Bases 

Due has estimated the amount of additional revenue which 
might be obtained from taxes levied by the states on personal in- 
come and corporate income. 7 In 1969 the 60 states received reve- 
nue totaling approximately $7.68 billion from taxes on personal 
income and approximately $3.18 billion from taxes on corporate 
income. Due estimated that if all states had levied a personal in- 
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TABLE 4-2 

Comparison of Personal Income Pgr School Age Child (5-17), and 
Personal Income Per Child In Average Daily Attendance, 1969 



State 


Personal 
Income 
Per School 
Age Child * 


Rank 


Personal 
Income 
Per Child 
in ADA* 


Rank 


Net 
Income 
Per Child 
<« ADA 


Rank 


Alabama 


9,526 


46 


11,731 


46 


7,210 


49 


Alaska 


13,674 


19 


17,364 


18 


14,027 


8 


Arizona 


11,676 


34 


14,581 


30 


10,299 


30 


Arkansas 


9,489 


47 


11,983 


45 


7,629 


45 


California 


16,695 


5 


18,032 


11 


14,231 


7 


Colorado 


13,256 


25 


15,126 


28 


10,768 


27 


Connecticut 


18,305 


2 


23,166 


2 


16,917 


2 


Delaware 


14,886 


12 


18,358 


9 


13,062 


13 


Florida 


14,050 


16 


17,061 


21 


11,694 


23 


Georgia 


11,303 


36 


13,981 


33 


9,304 


36 


Hawaii 


13,909 


17 


18,276 


10 


13,263 


11 


Idaho 


10,495 


42 


12,324 


44 


7,890 


43 


Illinois 


16,618 


6 


22,814 


3 


16,667 


4 


Indiana 


13,802 


18 


16,540 


24 


11,733 


22 


Iowa 


13,248 


26 


15,806 


26 


11,085 


26 


Kansas 


13,272 


24 


17,216 


19 


12,253 


19 


Kentucky 


10,788 


39 


14,201 


32 


9,410 


34 


Louisiana 


9,705 


45 


13,409 


37 


8,386 


42 


Maine 


11,714 


32 


13,174 


40 


8,990 


37 


Maryland 


15,229 


9 


18,901 


8 


13,748 


10 


Massachusetts 


16,767 


4 


21,355 


6 


15,488 


6 


Michigan 


14,437 


13 


17,601 


16 


12,414 


17 


Minnesota 


13,044 


27 


15,647 


26 


11,072 


26 


Mississippi 


7,697 


50 


9,977 


60 


5,624 


60 


Missouri 


13,528 


20 


17,761 


15 


12,403 


18 


Montana 


11,138 


36 


13,424 


36 


9,111 


36 


Nebraska 


13,514 


22 


16,645 


22 


11,870 


21 


Nevada 


16,296 


7 


17,960 


12 


13,132 


12 


New Hampshire 


13,627 


21 


17,762 


14 


12,649 


14 


New Jersey 


17,087 


3 


22,470 


4 


16,654 


3 


New Mexico 


9,025 


49 


10,777 


49 


7,224 


48 


New York 


18,647 


1 


26,976 


1 


18,772 


1 


North Carolina 


10,979 


37 


13,610 


35 


8,926 


39 


North Dakota 


10,523 


41 


13,046 


41 


8,932 


38 


Ohio 


14,061 


14 


17,872 


13 


12,637 


16 


Oklahoma 


12,227 


30 


13,948 


34 


9,502 


32 


Oregon 


14,017 


16 


16,626 


23 


11,662 


24 


Pennsylvania 


14,937 


11 


19,797 


7 


13,861 


9 


Rhode Island 


16,906 


8 


21,637 


5 


15,223 


6 


South Carolina 


9,259 


48 


11,691 


47 


7,242 


47 


South Dakota 


10,612 


40 


12,461 


43 


8,834 


40 


Tennessee 


10,937 


38 


13,384 


38 


8,617 


41 


Texas 


11,700 


33 


14,988 


29 


10,260 


31 


Utah 


9,788 


44 


10,898 


48 


7,351 


46 


Vermont 


12,509 


29 


14,666 


31 


10,489 


29 


Virginia 


12,667 


28 


15,395 


27 


10,598 


28 


Washington 


15,049 


10 


17,121 


20 


12,052 


20 


West Virginia 


10,453 


43 


12,768 


42 


7,786 


44 


Wisconsin 


13,359 


23 


17,432 


17 


12,566 


16 


Wyoming 


11,791 


31 


13,199 


39 


9,453 


33 


u. s. 


14,013 




17,616 




12,400 





‘Adapted from Research Division, National Education Association, 
Rankings of the States, 1071. Research Report 1971-RI (Washington, D. C. 
the Association, 1971), p. 32. 
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come tax with a rate progression of from 4 to 10 per cent and 
with an exemption of $600 per person, (the Oregon model), an 
additional $12.47 billion of revenue could have been obtained in 
1969. He also estimated that if all states had levied a corporate 
income tax at a 7 percent rate, they would have obtained an ad- 
ditional $2.43 billion in revenue in 1969. 

Due also developed estimates of the potential revenue which 
could be obtained from a sales tax in each state. 8 Whereas the 
50 states received a total of $12.29 billion from sales taxes in 
1969, Due estimated that if a sales tax had been levied in each 
state at a rate of 5 percent, additional revenue totaling $6.35 bil- 
lion would be obtained ; that a levy on consumer services at a 5 
percent rate would have produced an additional $1.66 billion in 
revenue ; and that eliminating exemptions from the sales tax base 
would have produced an additional $2.39 billion in revenue. 

Using Due’s estimates of the potential yield of personal and 
corporate income taxes and sales taxes in the various states, the 
staff of the National Educational Finance Project developed esti- 
mates of the total potential yield and the estimated per capita 
yield of the three taxes for each state. These estimates are shown 
in Table 4-3. A personal income tax levied at the Oregon rates 
by all states would have produced over $20 billion in revenue in 
1969 — compared with the $7.58 billion which was actually ob- 
tained from state taxes on personal income. If corporate income 
taxes had been levied by all states at a 7 percent rate they would 
have produced approximately $5.6 billion of revenue in 1969, 
compared with the $3.18 billion actually obtained by the states 
from corporate income taxes in 1969. A sale tax levied in each 
state at a 5 percent rate with no exemptions would have pro- 
duced $22,575 billion of revenue, compared with the $12,296 
billion obtained from sales taxes in 1969. The total estimated 
potential yield of the three taxes was $48,241 billion. 

The estimated per capita yield of the three taxes provides an 
indication of the variations in fiscal capacity which exist among 
the 50 states. The estimated potential per capita yield of the 
three taxes for the United States as a whole was $240. The low- 
est estimated potential yield was $148 per capita in West Vir- 
ginia ; the highest estimated potential yield was $368 per capita 
for Nevada. Thus, if Nevada were to levy a personal income tax 
at the Oregon rates, a corporate income tax at a 7 percent rate, 
and a sales tax at a 5 percent rate with no exemptions, it would 
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TABLE 4-3 

Estimated Potential Yield of State Taxes on Personal Income, 
Corporate Income and Sales, 1969* 



State 


Personal Corporate 
Income Income 

Tax at Tax at 

Oregon 7%* 

Rates* ( Millions 
(Millions of 

of Dollars ) Dollars) 


i 

Sales Tax 
at 5% — No 
Exemptions b 
(Millions 
of 

Dollars) 


Total Estimated 

Estimated Per 

Yield of Capita 

Three Yield of 

Taxes Total Three 

(Millions Population Taxes 
of Dollars) (Thousands) (Dollars) 


Rank 


Alabama 


249 


62 


270 


581 


3,531 


165 


49 


Alaska 


33 


5 


40 


78 


282 


277 


7 


Arizona 


150 


30 


270 


450 


1,693 


266 


11 


Arkansas 


138 


42 


190 


370 


1,995 


185 


46 


California 


2,297 


593 


2,835 


5,725 


19,443 


294 


3 


Colorado 


204 


45 


225 


474 


2,100 


226 


29 


Connecticut 


378 


86 


335 


799 


3,000 


266 


11 


Delaware 


61 


18 


65 


144 


540 


267 


10 


Florida 


588 


196 


965 


1,749 


6,354 


275 


8 


Georgia 


381 


85 


565 


1,031 


4,641 


222 


30 


Hawaii 


87 


16 


170 


273 


794 


344 


2 


Idaho 


56 


11 


70 


137 


718 


191 


43 


Illinois 


1,313 


437 


1,285 


3,035 


11,047 


275 


8 


Indiana 


519 


173 


550 


1,242 


5,118 


243 


15 


Iowa 


280 


42 


345 


667 


2,781 


240 


17 


Kansas 


227 


65 


255 


547 


2,321 


236 


19 


Kentucky 


256 


69 


275 


600 


3,232 


186 


45 


Louisiana 


294 


62 


420 


776 


3,745 


207 


37 


Maine 


83 


27 


105 


215 


978 


220 


32 


Maryland 


420 


55 


440 


915 


3,765 


243 


15 


Massachusetts 


640 


185 


380 


1,205 


5,467 


220 


32 


Michigan 


567 


272 


1,095 


1,934 


8,766 


221 


31 


Minnesota 


336 


83 


395 


844 


3,700 


228 


28 


Mississippi 


146 


68 


220 


434 


2,360 


184 


47 


Missouri 


453 


94 


545 


1,092 


4,651 


235 


21 


Montana 


61 


9 


65 


135 


694 


195 


41 


Nebraska 


140 


23 


190 


353 


1,449 


244 


14 


Nevada 


53 


15 


100 


168 


457 


368 


1 


New Hampshire 


69 


20 


75 


164 


717 


229 


26 


New Jersey 


840 


247 


595 


1,682 


7,148 


235 


21 


New Mexico 


80 


7 


145 


232 


994 


233 


24 


New York 


2,250 


610 


2,290 


5,150 


18,321 


281 


6 


North Carolina 


408 


132 


440 


980 


5,205 


188 


44 


North Dakota 


51 


5 


70 


126 


615 


205 


39 


Ohio 


1,113 


370 


1,050 


2,533 


10,740 


236 


19 


Oklahoma 


218 


57 


290 


565 


2,568 


220 


32 


Oregon 


204 


44 


220 


468 


2,032 


230 


25 


Pennsylvania 


1,203 


284 


1,055 


2,542 


11,803 


215 


35 


Rhode Island 


96 


28 


100 


224 


911 


246 


13 


South Carolina 


190 


48 


255 


493 


2,692 


183 


48 


South Dakota 


59 


13 


85 


155 


659 


235 


21 


Tennessee 


306 


86 


420 


812 


3,985 


204 


40 


Texas 


996 


330 


1,235 


2,561 


11,187 


229 


26 


Utah 


87 


18 


115 


220 


1,045 


211 


36 


Vermont 


39 


7 


45 


91 


439 


207 


37 


Virginia 


423 


95 


385 


903 


4,669 


193 


42 


Washington 


363 


110 


520 


993 


3,402 


292 


4 


West Virginia 


135 


5 


130 


270 


1,819 


148 


50 


Wisconsin 


462 


221 


335 


1,018 


4,233 


240 


17 


Wyoming 


30 


8 


55 


93 


320 


291 


5 


TOTAL U. S. ! 


20,056 


5,610 


22,575 48,241 


201,123 


240 





SOURCE: R. L. Johns and Oscar A. Hamilton, Jr., “Ability and Effort of 
the States to Support Education” (Gainesville, Fla.: National Educational 
Finance Project, 1970), 15 pp. (Mimeo) 

^Calculated from data in John Due, “Alternative Tax Sources for Edu- 
cation , in Economic Factovs Affecting the Financing of Education (Gaines* 
yille, Fla.: National Educational Finance Project, 1971), Tables 10-2 and 
10-5. 
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realize nearly 2.5 times as much revenue as West Virginia would 
realize if it were to levy the same taxes at the same rates. How- 
ever, if one takes the sixth ranking state (New York) and the 
45th ranking state (Kentucky), the gap is narrowed consider- 
ably. The estimated potential per capita revenue for New York 
was $281 compared with $186 for Kentucky. Thus, on this par- 
ticular set of measures the sixth ranking state had approximately 
1.52 times as much fiscal capacity as the 45th ranking state. 

The NEFP staff used several measures to examine the extent 
of the effort being made by the various states to support state 
and local governmental functions in relation to their fiscal ca- 
pacity. The results of their analyses are shown in Table 4-4. In 
1969 the general revenue available to state and local governments 
from their own tax sources totaled $95,011 billion. Over one- 
third of this amount, $32,069 billion, consisted of state and local 
revenue for elementary and secondary education. When expressed 
as a percentage of net personal income, the general revenue of 
state and local government accounted for nearly 18.5 percent of 
net personal income, with 6.24 percent of net personal income 
being allocated for elementary and secondary education. The 
percentage of net personal income devoted to elementary and sec- 
ondary education ranged from a high of 8.9 percent in New Mex- 
ico to a low of 5.0 percent in Nebraska. It was found that 33.75 
percent of the general revenue of state and local governments 
consisted of revenue for elementary and secondary education. 
The percentages ranged from a high of 39.73 percent in Utah to 
a low of 25.51 percent in Wyoming. 

The data concerning fiscal capacity and tax effort of the 50 
states contained in the preceding tables are summarized in Table 
4-5 and the contrasts between the five states which ranked high- 
est and lowest on each measure are emphasized. The five highest 
states had 1.76 times as much personal income per capita as did 
the five lowest states. The five states with the highest estimated 
potential yield from personal income, corporate income, and sales 
taxes would have obtained 1.72 times as much revenue from these 
levies as would the five lowest states. The five highest ranking 
states in terms of tax effort devoted 1.63 times as great a per- 
centage of their net personal income to state and local taxes as 
did the five lowest ranking states. The five highest ranking states 
devoted 1.56 times as great a percentage of their net personal in- 
come to elementary and secondary education as did the five lowest 
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33.75 


Utah 

39.73 


Wyo. 

25.51 


00*1/991 


Utah 

Ind. 

Ore. 

Conn. 

Pa. 


39.14 


Wyo. 

Nebr. 

S. Dak. 
Ala. 

N. Dak. 


27.36 


1.43/1.00 


State and 
Local 

Revenue for 
Elementary 
,nd Secondary 
Education a* 
a Percentage 
of Net 
Personal 
Income 
( Table 1 - 3 ) 


6.24 


N. Mex. 
8.90 


Neb. 

5.00 


s 

^H 

N 

00 

t> 


N. Mex. 

Utah 

Mont. 

Ore. 

Miss. 


8.17 


Nebr. 

R.I. 

Mass. 
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N.H. 
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General 
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N. Mex. 
La. 


24.18 
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N.J. 


14.84 
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Estimated 
Yield of 
Three Taxes 
Per Capita 
( Table 1-2) 


240 


Nevada 

368 


W. Va. 
148 


0 
© 
rH 

\ 
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Nevada 
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Calif. 

Wash. 
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ranking states. The percentage of general revenue devoted to 
elementary and secondary education was 1.43 times as great in 
the five highest ranking states as it was in the five lowest ranking 
states. 

It is clear from these data that considerable variation does 
exist among the states — both with regard to their fiscal capacity 
as measured by three major tax bases and with regard to their 
effort to raise revenue to support state and local governmental 
functions, including education. A correlation of — .29 was found 
between percent of net income allocated to revenue for the pub- 
lic schools (state effort to support education) and per capita net 
income. While this is a relatively low correlation, it does indicate 
that the less wealthy states were exerting a somewhat greater 
effort to support education than were the wealthier states. 



Studies by the Advisory Commission on Intergovernmental 
Relations 

The Advisory Commission on Intergovernmental Relations 
(ACIR) regularly conducts studies of state and local fiscal ca- 
pacity and effort. The Commission’s landmark study published 
in 1962® has recently been augmented by an even more compre- 
hensive study based on data for 1966-67. 10 In the latter study 
ACIR used an “average financing system” approach to measur- 
ing fiscal capacity. In this approach the fiscal capacity of any 
area is defined as “the total amount of revenue that would result 
by applying, within the area, the national average rate of each 
of the numerous kinds of state-local revenue sources.” 11 The 
sources of revenue included tax revenue, fees and charges col- 
lected in connection with governmental services (such as tuition 
fees at colleges and charges at public hospitals), interest earned 
on financial assets, and nontax revenue such as money obtained 
from the operation of state liquor stores or public utilities. 

In Table 4-6 are shown the revenue capacity, the actual reve- 
nue received by state and local governments, and the personal in- 
come per capita in each of the 50 states for 1968-69. The esti- 
mated revenue capacity is the total amount of revenue which 
could be raised if a state levied all taxes at the average national 
rate and received nontax revenue at the average national rate. 
The index measures indicate the extent to which a state is actu- 
ally using its revenue capacity in comparison with the national 
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TABLE 4-6 

Measures of State-Local Tax Capacity and Tax Effort for States: 

1968-69 



Index measures (per capita) 

Per capita amounts amounts as % of U.S. averages ) 



State 


Tax 

capacity 


Tax 

revenue 


Per- 

sonal 

income 

(1968) 


Tax 

Capacity 


Tax 

rev- 

enue 


Per- 

sonal 

income 

(1968) 


Rela- 

tive 

tax 

effort 


U.S. 


386 


386 


3,421 


100 


100 


190 


100 


Alabama 


270 


227 


2,337 


70 


59 


68 


84 


Alaska 


403 


399 


4,146 


104 


103 


121 


99 


Arizona 


381 


393 


3,027 


99 


102 


88 


103 


Arkansas 


299 


222 


2,322 


77 


58 


68 


74 


California 


472 


547 


3,968 


122 


142 


116 


116 


Colorado 


398 


392 


3,340 


103 


102 


98 


98 


Connecticut 


461 


397 


4,256 


117 


103 


124 


88 


Delaware 


465 


377 


3,795 


120 


98 


111 


81 


Dist. of Columbia 


465 


426 


4,464 


120 


110 


130 


92 


Florida 


419 


338 


3,191 


109 


88 


93 


81 


Georgia 


314 


273 


2,781 


81 


71 


81 


87 


Hawaii 


381 


492 


3,513 


99 


127 


103 


129 


Idaho 


338 


340 


2,668 


88 


88 


78 


100 


Illinois 


431 


376 


3,981 


112 


97 


116 


87 


Indiana 


375 


338 


3,412 


97 


88 


100 


90 


Iowa 


385 


395 


3,265 


100 


102 


95 


103 


Kansas 


405 


351 


3,303 


105 


91 


97 


87 


Kentucky 


312 


278 


2,645 


81 


72 


77 


89 


Louisiana 


364 


301 


2,634 


94 


78 


77 


83 


Maine 


316 


321 


2,824 


82 


83 


83 


102 


Maryland 


398 


416 


3,742 


103 


108 


109 


105 


Massachusetts 


382 


455 


3,835 


99 


118 


112 


119 


Michigan 


404 


439 


3,675 


105 


114 


107 


109 


Minnesota 


367 


413 


3,341 


95 


107 


98 


112 


Mississippi 


252 


245 


2,081 


65 


63 


61 


98 


Missouri 


373 


304 


3,257 


97 


79 


95 


81 


Montana 


391 


356 


2,942 


101 


92 


86 


91 


Nebraska 


416 


361 


3,239 


108 


94 


95 


87 


Nevada 


669 


475 


3,957 


173 


123 


116 


71 


New Hampshire 


422 


325 


3,259 


109 


84 


95 


77 


New Jersey 


410 


411 


3,954 


106 


106 


116 


100 


New Mexico 


355 


324 


2,651 


92 


84 


77 


91 


New York 


418 


580 


4,151 


108 


150 


121 


139 


North Carolina. 


308 


267 


2,664 


80 


69 


78 


87 


North Dakota 


352 


333 


2,730 


91 


86 


80 


95 


Ohio 


387 


318 


3,509 


100 


82 


103 


82 


Oklahoma 


392 


290 


2,880 


102 


75 


84 


74 


Oregon 


401 


406 


3,317 


104 


105 


97 


101 


Pennsylvania 


350 


346 


3,419 


91 


90 


100 


99 


Rhode Island 


355 


380 


3,549 


92 


98 


104 


107 


South Carolina 


254 


227 


2,380 


66 


59 


70 


89 


South Dakota 


349 


353 


2,876 


90 


91 


84 


101 


Tennessee 


302 


254 


2,579 


78 


66 


75 


84 


Texas 


388 


280 


3,029 


101 


73 


89 


72 


Utah 


326 


337 


2,790 


84 


87 


82 


104 


Vermont 


339 


394 


3,072 


88 


102 


90 


116 


Virginia 


337 


323 


3,068 


87 


84 


£0 


96 


Washington 


424 


434 


3,688 


110 


112 


108 


102 


West Virginia 


284 


269 


2,470 


74 


70 


72 


95 


Wisconsin 


358 


441 


3,363 


93 


114 


98 


123 


Wyoming 


530 


413 


3,190 


137 


107 


93 


78 



Source: Adapted from Advisory Commission on Intergovernmental Rela- 

tions, Measuring the Fiscal Capacity and Effort of State and 
Local Areas (Washington, D.C.: Government Printing Office, 
1971), Table G-14. 








> 

i 



VARIATIONS IN ABILITY AND EFFORT 79 

average. In 24 states the income index differed from the reve- 
nue capacity index substantially. For example, in Wyoming, 
personal income was only 93 percent of the national average and 
tax capacity 135 percent; in Florida, personal income was 93 per- 
cent and tax capacity 109 percent ; and in Nevada, personal in- 
come was 116 percent and tax capacity was 173 percent. 

Conversely, in Rhode Island, personal income was 104 percent 
of the national average and tax capacity, 92 percent; in Alaska, 
personal income was 121 percent and tax capacity, 104 percent; 
and in Massachusetts, personal income was 112 percent and tax 
capacity, 99 percent. 

Space does not permit the reproduction of other significant 
tables produced by the Advisory Commission on Intergovernmen- 
tal Relations. Following are the observations made by the Com- 
mission with regard to the relative revenue capacity and effort 
of states and local governments: 18 

1. A 2.6 to 1 range existed in revenue capacity of the 50 
states (from $670 per capita in Nevada to $259 per capita 
in South Carolina). 

2. Greater interstate variation existed in revenue capacity 
than existed in per capita personal income, where the 
range from the highest to lowest state was 2.1 to 1 in 1966. 

3. Regional factors are important. The seven lowest rank- 
ing states all were located in the South; the five highest 
capacity states all were located in the West. 

4. In 29 states per capita personal income understated rela- 
tive fiscal capacity as measured by the average financing 
system method by at least 2 percent. In 19 states per cap- 
ita personal income overstated relative fiscal capacity by 
at least 2 percent. 

5. In states where mining or tourism are important elements 
of the economy the revenue raising capacity of the state 
is likely to be greater than the per capita personal income 
of its residents would suggest. 

6. Most of the states with less revenue raising capability 
than per capita personal income would suggest were lo- 
cated in the northeastern or north central regions of the 
country, are generally quite heavily urban in character, 
and have had population growth less rapid than the na- 
tional average in recent years. 
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7. Regional patterns were less evident for revenue effort than 
they are for revenue capacity. The four highest states 
(Hawaii, New York, Vermont and Wisconsin) and the 
four lowest states (Illinois, Nevada, New Hampshire and 
Texas) are widely scattered geographically. 

8. The southern states, when compared with those in other 
regions of the country, tended to exhibit (1) a lower level 
of per capita revenue capacity, (2) somewhat less overall 
tax effort but greater-than-average use of nontax revenue 
capacity, (3) less reliance on property taxation, and (4) a 
lower level of effort with regard to taxes on business. 

9. A correlation of .633 was found between per capita esti- 
mated revenue capacity and per capita personal income of 
the states, and a correlation of .833 was found between 
per capita estimated revenue capacity and a composite 
measure in which property tax yield and personal income 
were weighted equally. Thus, for areas as large as states 
the three approaches to measuring fiscal capacity pro- 
duced rather similar results. 

Implications 

It is clear from the data which have been presented that sub- 
stantial variations in fiscal capacity and effort do exist among the 
50 states. Whether one uses a single measure of fiscal capacity 
(such as personal income per capita) , or an index of fiscal capac- 
ity which employs a composite of several techniques, it has been 
shown consistently that a large part of the differences in school 
expenditure levels among these states can be explained by varia- 
tions in their fiscal capacity. 

The variation in fiscal capacity which occurs among the states 
is, for the most part, beyond the control of the individual states. 
Much of the variation is the result of differences in the natural 
resources of the states. Differences in the relative tax paying 
capacity of the states seem to be declining over time, but the rate 
of decline is not rapid. Although some states apparently have 
succeeded in increasing their taxable wealth over time through 
policies designed to attract and hold human and fiscal resources, 
there is no quick and easy way in which a state can increase its 
wealth relative to other states. 

Differences in the fiscal capacity of the states inevitably lead 
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to variations in expenditure levels and variations in tax burdens. 
A state with limited revenue capacity will be able to match the 
expenditure levels of wealthier states only if it is willing to exert 
a substantially higher-than-average tax effort. It is much more 
common to find a relatively low level of governmental services 
(as evidenced by low expenditure levels) in states which have 
relatively low fiscal capacity. Since there is little that a state it- 
self can do to alter its revenue potential, at least in the short run, 
it would appear that only the federal government is in a position 
to take action to reduce the variations in fiscal capacity which 
exist among the states. Although virtually any federal aid would 
tend to reduce differences in revenue capacity among the states 
to some degree, it should be noted that fewer federal dollars 
would be required to reduce variations in revenue capacity if 
equalization factors were incorporated into federal aid programs. 

VARIATIONS IN FISCAL CAPACITY AND EFFORT AMONG 
SCHOOL DISTRICTS AND OTHER UNITS OF 
LOCAL GOVERNMENT 

Variations in fiscal capacity among school districts and other 
units of local government typically are greater than the varia- 
tions in fiscal capacity which exist among states. Most studies 
dealing with the fiscal capacity and effort of units of local gov- 
ernment have dealt with variation within a state, primarily be- 
cause of the difficulties involved in securing comparable data for 
units of local government located in several states. Recently, 
however, studies have been completed utilizing data obtained 
from the Census of Governments which is conducted every five 
years by the U.S. Bureau of the Census. Of particular interest 
in this regard are a study of metropolitan areas and counties re- 
ported by the Advisory Commission on Intergovernmental Rela- 
tions (ACIR) and a study of the fiscal capacity of school districts 
undertaken as a part of the National Educational Finance Proj- 
ect. 

Fiscal Capacity and Effort of Standard Metropolitan 
Statistical Areas 

The ACIR study utilized data for 215 standard metropolitan 
statistical areas (SMSA’s) as defined by the Bureau of the Cen- 
sus. The revenue capacity of local governments ranged from a 
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high of $343 per capita to a low of less than $100 per capita. Fis- 
cal effort by local governments also showed considerable varia- 
tion with a high of 46 percent above the national average and a 
low of 40 percent below the national average. 

Table 4-7 provides a summary of comparative measures of 
state and local government revenue capacity and revenue effort 
for the 215 S MSA’s categorized by location and population size. 
In commenting upon these data, ACIR noted : 

• Southern SMSA’s average lower than those elsewhere not 
only in revenue capacity and actual revenue per capita, but 
also in relative revenue effort. . . . 

• Southern SMSA’s generally resemble those elsewhere in 

the proportions of their local government capacity repre- 
sented by the various revenue components shown in the 
table, with one exception : because public operation of mu- 
nicipal utilities is somewhat more common in the South 
than elsewhere, potential utility surpluses make up a 
larger revenue component in Southern SMSA’s 

• The 30 largest SMSA’s — those with a million inhabitants 
or more — stand out conspicuously above the others in per 
capita revenue capacity and actual revenue. Their rela- 
tive revenue effort also averages higher than that of any 
other size group, though not dramatically so. 

• The four SMSA groups of less than a half -million popula- 
tion resemble one another in state-local revenue capacity 
per capita, but less populous areas show less actual reve- 
nue and, therefore, a generally lower level of revenue 
effort. . . . Except for the SMSA’s of under 100,000, 
each size group shows local property tax effort above the 
national average, with the highest index reported for 
the areas of 200,000 to 300,000 population. 

• Some material differences appear among the several size- 
groups of SMSA’s in the composition of local revenue ca- 
pacity : with decreasing population size of area, the share 
contributed by farm property taxes moves up consistently, 
while the (far larger) proportion contributed by taxation 
of nonfarm residential property drops off. Perhaps rather 
surprisingly, the business property tax share of the local 
revenue base averages about the same for each of the size 
groups of areas. 13 
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Fiscal Capacity and Effort of Counties 

The ACIR study also examined revenue capacity and effort 
for 666 selected county areas in the United States. Data sum- 
marizing the revenue capacity of these selected counties (on a 
state-by-state basis) are shown in Table 4-8 and indexes of reve- 
nue effort are shown in Table 4-9. For local government sources 
only (counties in this instance) per capita revenue capacity ex- 
hibited a range of 11 to 1 — from $420 per capita in Washoe 
County, Nevada to $38 per capita in Berkeley County, South Car- 
olina. The range in the county revenue effort was 4.9 to 1, with 
a range of 7 to 1 on the property tax effort of county govern- 
ments. It should be noted, of course, that these comparisons were 
for entire counties and revealed nothing about the variations in 
revenue capacity and effort which may occur for smaller areas 
within these counties. 

Fiscal Capacity and Effort of School Districts 

Most studies of the fiscal capacity and effort of school districts 
have employed the value of property per pupil in average daily 
attendance (or average daily membership) as the criterion of fis- 
cal capacity and the property tax rate as the criterion of fiscal 
e^ort. This procedure is understandable, since very few school 
districts have authority to levy a tax on any base other than prop- 
erty. In addition, it has been very difficult to conduct studies of 
the fiscal capacity of school districts based on income because of 
the difficulty of obtaining reasonably accurate estimates of in- 
come for school districts. It has frequently been shown, how- 
ever, that property value per pupil or per capita is not closely re- 
lated to income although presumably all taxes must eventually be 
paid from income. 

In a study conducted for the National Educational Finance 
Project, Rossmiller, Hale and Frohreich utilized a sample of 223 
school districts drawn from eight states to study the fiscal capac- 
ity and effort of school districts. 14 The study included represen- 
tation from seven categories of school districts: major urban 
core cities, minor urban core cities, independent cities, estab- 
lished suburbs, developing suburbs, small cities, and small towns. 
Data concerning revenues and expenditures of school districts, as 
well as data concerning market value of property, personal in- 
come and retail sales in each of the school districts were obtained 
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a Unw*» ? ghted means of ratios computed for individual areas. 

Source: Advisory Commission on Intergovernmental Relations, Measuring the Fiscal Capacity and Effort of State and 

Local Areas (Washington, D.C.: GP0, 1971), Table 14. 
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for the 1961-62 and 1966-67 school years. Table 4-10 provides a 
summary of data for each of the five variables used as measures 
of fiscal capacity — property value per pupil in average daily 
membership (ADM), retail sales per capita, retail sales per 
household, effective buying income per capita, and effective buy- 
ing income per household. 

It was found that both retail sales and effective buying in- 
come were correlated negatively with market value of property 
per pupil in average daily membership, whether these measures 
were expressed on a per capita or a per household basis. The neg- 
ative correlations were rather low, ranging from —.096 for re- 
tail sales per capita to —.126 for effective buying income per 
household. From these correlations it would appear that, for all 
practical purposes, no relationship existed between the market 
value of property per pupil in average daily membership and the 
other two measures of fiscal capacity. Effective buying income 
per household and effective buying income per capita were closely 
related, with a correlation of .968. The correlation between re- 
tail sales per capita and retail sales per household was .640, while 
the correlations between retail sales per capita and effective buy- 
ing income per capita and per household were .622 and .689, 
respectively. 

When the data concerning sources of revenue of the various 
categories of school districts were subjected to multivariate anal- 
yses of variance, in every instance it was found that the differ- 
ences in fiscal capacity between the school district categories in- 
creased between 1962 and 1967. In no instance, however, did the 
market value of property contribute to the significant differences 
which were found. Effective buying income, measured on either 
a per capita or a per household basis, was the major source of 
variation in fiscal capacity among the seven categories of school 
districts. 

In Table 4-11 are shown the mean school property tax rates 
for each of the seven categories of school districts for the school 
years 1961-62 and 1966-67. During the 1961-62 school year, the 
mean tax rate on true market value of property for the 220 school 
districts in the sample was 10.247 mills and ranged from a low 
of 7.768 mills in the major urban core city category to a high of 
12.647 in the developing suburb category. The mean school tax 
rates in the two suburb categories were considerably higher than 
those in the other five categories. A one-way analysis of variance 
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TABLE 4-11 

School Property Tax Rate (In Mills) for Seven Categories of School 
Districts, School Years 1961-G2 and 1966-67 





1981-62 


1966-67 


Category 


N 


Mean 


N 


Mean 


Major urban core city 


13 


7.768 


13 


8.971 


Minor urban core city 


36 


10.103 


35 


11.596 


Independent city 


35 


9.383 


35 


10.910 


Established suburb 


35 


12.496 


35 


13.604 


Developing suburb 


32 


12.647 


34 


13.892 


Small city 


35 


8.870 


35 


9.890 


Small town 


35 


9.174 


35 


9.984 


Grand Mean = 




10.257 




11.479 



Source: Richard A. Rossmiller, James A. Hale and Lloyd E. Frohreich, 

Fiscal Capacity and Educational Finance, National Educational 
Finance Project Special Study No. 10 (Madison, Wis.: The Uni- 
versity of Wisconsin, 1970), Tables 3.22 and 3.47. 



indicated that the differences in property tax rates among the 
seven types of districts were statistically significant — that is, 
they were not likely to have occurred by chance. 

For the 1966-67 school year, the mean school tax rate on mar- 
ket value of property for the 222 districts included in the sample 
was 11.479 mills and ranged from a low of 9.871 mills in the 
major urban core city category to a high of 13.892 mills in the 
developing suburb category. The mean school tax rate in each 
of the two suburb categories again was considerably higher than 
it was in any of the other five district categories. A one-way 
analysis of variance indicated that in 1966-67 the differences be- 
tween district categories were not statistically significant, i.e., 
they could be expected to occur by chance. 

It will be noted from Table 4-10 that the major urban core city 
category had the highest mean true market value of property per 
pupil in ADM in both school years and that the mean value in- 
creased from $30,999 per pupil in 1961-62 to $32,946 per pupil in 
1966-67. The small town category had the lowest mean value of 
property per pupil in ADM in both years, but showed a gain 
from $21,648 per pupil in 1961-62 to $26,308 per pupil in 1966-67. 
The established suburb category ranked second in property value 
per pupil in ADM and the developing suburb category ranked 
third in each of the two years. 
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• u Y 6 ! 8 ’ 1 Sa 68 pel capita ’ the sma11 cit y category ranked first 
in both 1961-62 and 1966-67 with $1,922 and $2,243 per capita 

respectively, and was followed by the independent city category 
and the minor urban core city category in each of the two years. 
Retail sales per capita were lowest in two suburb categories and 
in the small town category in each of the two years. 

In effective buying income per capita the rankings were prac- 
tically identical in each of the two years. The two suburb cate- 
gories ranked either first or second, the major urban core city 
ranked third, and the small town category ranked last. 

Although three measures of the fiscal capacity of school dis- 
tricts have been discussed, it cannot be emphasized too strongly 
that, as a practical matter, school districts are virtually limited 
to the property tax. In many states school districts have no au- 
thonty to tax anything other than property. And in the 22 states 

Wh ^ aU A h ° med the use of non P r <>perty taxes by school districts 
in 1969, the amount of revenue derived from such taxes was gen- 

largf Sma and tHe 6XpenSe ° f collectin 2 the taxes was relatively 

Of even greater concern, however, is the fact that NEFP re- 
search indmates that revenue from nonproperty taxes levied by 
school districts does not have an equalizing effect. 1 " In fact, non- 
property taxes are disequalizing in that those districts which 
have the greatest fiscal capacity as measured by their property 
tax base almost invariably obtain the largest amount of revenue 
from nonproperty taxes. Thus, the use of local nonproperty tax 
levies tends to increase the revenue disparities among school dis- 
tricts rather than to equalize their fiscal capacity. 

In. Table 4-12 are shown the mean amount of revenue per 
pupil in ADM received by school districts in each of seven cate- 
gories during the 1961-62 and 1966-67 school years. It is worth 
noting that the established suburb, developing suburb, and small 
town categories fared substantially better than did the four city 
categories in the amount of revenue per pupil they obtained from 
state sources during both school years. In mean revenue per 
p uPH the l° ca l property tax the two suburb categories again 
ranked highest but here the small town category ranked lowest. 
School districts in the small town category raised only about one- 
half as much revenue per pupil from the local property tax as 
did school districts in the established suburb category. Revenue 
from state sources and revenue from local property tax consti- 
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O 

ERIC 



tuted by far the most important sources of revenue for school 
districts in all seven categories. 

With regard to changes which occurred between 1962 and 
1967, it will be noted that revenue from the state displaced reve- 
nue from the local property tax as the largest source of revenue 
for the total sample of districts. The increase in revenue from 
the state (from $208 to $301 per pupil in ADM) represented an 
increase of 46 percent during this five-year period. Small towns 
and suburbs fared best in terms of mean revenue per pupil from 
state sources. The small town category received the largest 
amount per pupil from state sources in 1962 ($254) and the two 
suburb categories received the largest amount per pupil from 
state sources in 1967 ($391 and $374). In both 1961-62 and 
1966-67 the mean revenue per pupil from state sources received 
by school districts in the major urban core city category was 
only about one-half the mean revenue per pupil received by school 
districts in the two suburb categories. 

The local property tax ranked first as a source of revenue in 
1962 and second as a source of revenue in 1967. Mean revenue 
from the local property tax for the total sample of districts in- 
creased from $215 per pupil to $282 per pupil, an increase of 31 
percent during the five-year period. In both years mean revenue 
per pupil from the local property tax was highest in the two sub- 
urb categories and in the major urban core city category. Reve- 
nue from federal sources moved from the fifth ranking source in 
1962 to third ranking in 1967, increasing by over 400 percent 
(from $9 per pupil to $46 per pupil). Mean revenue per pupil 
from federal sources increased seven-fold in both the major 
urban core city and the small town categories and increased 
four-fold or more in the two suburb categories. 

A number of statistically significant differences were found 
when the data with regard to sources of revenue of the seven cat- 
egories of school districts were submitted to multivariate analy- 
ses of variance. Specifically, a significant difference was found 
between school districts in the minor urban core and independent 
city categories, the independent city and established suburb cate- 
gories, and the developing suburb and small city categories. How- 
ever, no significant differences were found between school dis- 
tricts in the major and minor urban core city categories, in the 
established and developing suburb categories, and in the small 
city and small town categories. Where a significant difference 
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with regard to sources of revenue did exist, the difference was 
due primarily to either revenue from state sources or revenue 
from property taxes. 

Education is only one of the many public services financed by 
units of local government and much has been heard in recent 
years about the problem of “municipal overburden.” Conse- 
quently, analyses were made of the combined sources of revenue 
of school districts, and the municipality and county most closely 
associated with each school district, for the fiscal years 1962 and 
1967. Six revenue sources were identified — state sources, inter- 
governmental sources, property taxes, other local taxes, other 
local sources, and utilities — and all revenues received by these 
three units of local government were combined and expressed on 
a per capita basis. The results of the analysis are shown in Table 
4-13. 

During 1962 revenue from property taxes was the leading 
source of revenue in each of the seven categories, ranging from a 
high of $124 per capita in the major urban core city category to 
a low of $83 per capita in the small city category. Revenue from 
the state was the second ranking revenue source in each category, 
ranging from a high of $71 per capita in the developing suburb 
category to a low of $41 per capita in the minor urban core city 
category. The relative importance of the other four revenue 
sources differed considerably from one category to another. For 
example, revenue from other governmental sources ranked sixth 
in importance in the major urban core city; fifth in the minor 
urban core city, independent city and small city categories; and 
third in the established suburb, developing suburb, and small 
town categories. 

During 1967 revenue from property taxes again was the most 
important revenue source in each category, and revenue from the 
state again ranked second in importance in each category. Mean 
revenue from property taxes ranged from high of $178 per capita 
in the developing suburb category to a low of $106 per capita in 
the small city category. Mean revenue for the state ranged from 
a high of $110 per capita in the developing suburb category to a 
low of $55 per capita in the minor urban core city category. 

No change occurred between 1962 and 1967 in the relative 
importance of the two major revenue sources — revenue from 
property taxes and revenue from the state. A substantial up- 
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ward change did occur, however, in the amount of revenue per 
capita obtained from each source. Revenue from other govern- 
mental sources became a more important source of revenue in 
1967, especially in the major urban core city category. The rela- 
tive importance of the other three revenue sources changed rela- 
tively little between 1962 and 1967, although the amount of reve- 
nue per capita obtained from each of them did increase rather 
substantially. 

When the data regarding the combined sources of revenue of 
school districts, municipalities and counties were subjected to 
multivariate analyses of variance, the only instance in which a 
statistically significant difference in sources of revenue was not 
found was the comparison involving the established and the de- 
veloping suburb categories. Revenue from state sources was the 
variable which most frequently contributed to the variation be- 
tween the categories. 

A similar analysis of purposes of expenditure by school dis- 
tricts and the municipality and county most closely associated 
with each school district revealed that expenditure for education 
was the largest component of expenditures in each of the seven 
categories in both 1962 and 1967. Mean per capita expendi- 
tures for such purposes as sewerage and welfare were generally 
quite similar in each category. Mean expenditure per capita for 
police protection was highest in the three large city categories, 
while mean expenditure per capita for highways was consid- 
erably higher in the suburb, small city and small town categories. 

With regard to municipal overburden, it was found that the 
cities were spending somewhat more per capita for police and fire 
protection, parks, and housing and urban renewal than were the 
suburbs and small cities, but were spending somewhat less per 
capita for highways and education. No persuasive evidence of 
the existence of a general problem of “municipal overburden” 
was uncovered. Similarly, the large cities did not appear to have 
less fiscal capacity than the other categories, although their rela- 
tive advantage in per capita fiscal capacity declined between 1962 
and 1967. 

The results of the NEFP studies suggest that if measures re- 
lated to the market value of property per pupil in ADM are re- 
garded as the proper criteria for judging a school district’s fiscal 
capacity to support education, one is tempted to conclude that 
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a fair amount of equity does exist between various categories of 
school districts, at least if the sample of school districts employed 
in the study is representative of the national picture. Rossmiller 
and his colleagues found no significant variation between the 
seven categories of school districts they studied when fiscal ca- 
pacity was measured by the market value of property per pupil 
in average daily membership. Similarly, the variance in prop- 
erty tax rates between the categories was barely significant in 
1962 and was not significant in 1967. In both 1962 and 1967, 
mean property tax rates were surprisingly similar in all district 
categories except the established suburb and the developing sub- 
urb, where they were about two mills higher than the next 
highest category. Revenue from property taxes per pupil in ADM 
was not a major contributor to the variations between the cate- 
gories of school districts except in the comparison of school dis- 
tricts in the developing suburb category with those in the small 
city category. Revenue per capita from property taxes varied 
significantly only in the comparison of the independent city cate- 
gory with the established suburb category. When all sources of 
revenue of school districts, municipalities, and counties were 
combined and analyzed, revenue from property taxes varied sig- 
nificantly only in the comparison of the developing suburb and 
the small city categories. Thus, extraordinary fiscal inequities 
were not found between the categories of school districts com- 
pared if market value of property, property tax rates, or revenue 
from property taxes are used as criteria for determining whether 
or not equity in fiscal capacity and effort exists. 

However, if indices of consumption and income — such as re- 
tail sales or effective buying income — are applied as the criteria 
for judging fiscal equity, then it is noteworthy that marked dif- 
ferences were found between several of the categories of school 
districts with regard to both their fiscal capacity and their 
sources of revenue. Effective buying income, expressed on either 
a per capita or a per household basis, was the major source of 
variation between the categories of school districts. Retail sales 
per capita also was an important source of variation between cat- 
egories in several instances. Revenue from state sources was a 
major contributor to the variation between the school district 
categories as well as to the variation between categories in the 
analyses based on the combined sources of revenue of school dis- 
tricts, municipalities, and counties. 
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Implications 

A number of studies have established beyond dispute the 
causes of differences in fiscal capacity among the school districts 
of a state. Property, income and retail sales tend to be distrib- 
uted somewhat unevenly within a state and, as we have noted, 
income and sales tend to be distributed more unevenly than does 
property. If one accepts the argument that all taxes ultimately 
must be paid from income, then heavy reliance on property taxes 
levied by local school districts to finance education inevitably will 
result in inequities in the fiscal capacity and effort of such dis- 
tricts because,, as we have seen, there is not a close relationship 
between fiscal capacity as measured by property value per pupil 
in daily membership and fiscal capacity as measured by income 
per capita or per household. 

The fact that education is a state function has been so well 
established by the courts that it is beyond argument. The state 
creates local school districts and delegates to them authority to 
operate educational programs and to levy taxes for the support 
of these programs. The delegation of taxing authority to smaller 
units of government almost inevitably will result in creating dif- 
ferences in fiscal capacity among such units of government. In 
general, the smaller the taxing units and the greater the taxing 
authority delegated to them, the more likely it is that variations 
in fiscal capacity will occur among such units. 

As evidenced by the data presented in the studies cited in this 
chapter, the provision of some state grants-in-aid to local school 
districts (and other units of local government) may ten^ to per- 
petuate, or even aggravate, the existing inequities. A state aid 
system which recognizes only those variations in fiscal capacity 
which arise from the distribution of property within a state and 
ignores the variations in fiscal capacity which arise from the dis- 
tribution of income within a state has virtually guaranteed the 
continuance of inequities in fiscal capacity and tax effort at the 
local level. 

The states must recognize that they created local school dis- 
tricts and delegated to them taxing authority. Thus, the state is 
directly responsible for the inequities in fiscal capacity which 
exist among school districts. Furthermore, the state has it 
within its power to remove such inequities. The state created 
local school districts and it has full power to reorganize them in 
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a manner which will mitigate or alleviate fiscal inequities. The 
state granted school districts taxing authority and this too can 
be modified. Even if a state chooses to retain its existing orga- 
nizational arrangements for education, the state can reduce or re- 
move inequities in fiscal capacity and effort among school dis- 
tricts by distributing state school aids in a manner which will 
offset the inequities which arise because of the existing organiza- 
tional structure and taxing authority. 

The obvious consequence of permitting the continued exis- 
tence of marked disparities in fiscal capacity and effort among 
the school districts of a state is the continued existence of dispar- 
ities in educational opportunity among districts. A district of 
limited fiscal capacity can match the educational programs pro- 
vided by its more fortunate neighbors only if its citizens are will- 
ing to tax themselves at an extraordinarily high rate. Even 
then, such a district will do well to approach the state average. 
This situation is intolerable if one believes in equality of educa- 
tional opportunity and if one recognizes the legal fact that educa- 
tion is, indeed, a state function. Only by tapping the total fiscal 
capacity of the state with a tax structure and allocation plan 
which integrates state and local efforts in a manner which as- 
sures to all school districts of the state reasonable equality of ac- 
cess to the total financial resources of the state can equity in fiscal 
capacity and effort for the support of education be attained. 

Inequities in fiscal capacity and effort among the school dis- 
tricts of a state are a problem which can be solved by that state. 
However, inequities in fiscal capacity and effort among the states 
will require action by a larger taxing jurisdiction, for example, 
the federal government, if such disparities are to be reduced or 
eliminated. 
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School District Organization 



Effective operation of a system of public education in a nation 
as large as the United States requires some type of structural or 
administrative arrangement. Instead of being superimposed 
through an educational bureaucracy from the state or federal 
levels of government, the responsibility for public education ini- 
tially was placed upon interested citizens in local communities. 
As the nation expanded and citizens moved westward portions of 
land were set aside for school purposes, and the opening of 
schools became an integral part of the settling process. 

Interest in state systems of education began to emerge when 
attention was drawn to the inequalities of educational opportu- 
nity within states and the variations in fiscal capacity among dis- 
tricts in a state. Graduation from high school replaced comple- 
tion of the common school as the social norm, and school 
operation became too complex for local communities to continue 
without external assistance. These conditions contributed to 
the development of the great variety of governmental structures 
under which the public schools are currently operating. 

The relative merits of the structure of the educational system 
in the United States are often a subject of controversy and de- 
bate, but the absence of any mention of education in the Federal 
Constitution has resulted in education becoming primarily the 
responsibility of the individual states. In practice, operational 
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responsibility has been decentralized even further through the es- 
tablishment of local school districts in 49 of the 50 states. Hawaii 
is the only state which has adopted a wholly state administered 
school system. 

LOCAL SCHOOL DISTRICTS 

In their efforts to decentralize authority and responsibility 
for the operation of schools, the states have fostered the emer- 
gence of a wide variety of legally authorized and designated 
units. The local school district is the basic administrative unit 
most commonly established by the states to operate local schools. 
Under this arrangement a single administrative agency is re- 
sponsible to the state government for designated educational 
functions. In a few states one local school district may be re- 
sponsible for elementary schools, another for secondary schools, 
and yet another for junior or community college education — with 
a fourth agency having over-arching responsibility for other as- 
pects of higher education. However, the crucial point is that the 
governing body of each local administrative unit is legally inde- 
pendent of each of the others, but the interdependence and need 
for communication and cooperation among them is self-evident. 
The creation of dual districts to operate elementary and second- 
ary schools permits dual tax levies for operation and dual bond- 
ing power for school facilities, but it also contributes to duplica- 
tion of services and increases the problems of communication and 
articulation. Statutes could be amended to encourage the merger 
of these dual districts into unit districts. 

The differences among local school districts stagger the imag- 
ination of any observer. In terms of square miles in individual 
school districts, the area varies from less than one square mile 
to several thousand, and in terms of student population the num- 
ber varies in size from less than ten students in some of the 
sparsely populated states to approximately one million students 
in New York City. The complexities are further evidenced by 
the concentration of a large number of students in a relatively 
few school districts ; for example, the 150 school districts with 
enrollments exceeding 25,000 students enroll over 12 million stu- 
dents, which comprise over 30 percent of the total public school 
enrollment for the nation. 

The post World War II years from 1950 to 1970 were marked 
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by considerable interest in school district reorganization and con- 
solidation. The effects of this trend are shown in the reduction 
m the number of school districts from 95,000 in 1948 to 40 000 
in 1960 to less than 18,000 in 1970. 1 

The current interest in decentralization of large urban school 
districts may contribute to the emergence of another type of 
school district in the continuing quest for some structural ar- 
rangement which will provide a fiscal base adequate to support 
the schools, which has enrollment sufficient to provide both oper- 
ational efficiency and quality in the educational program, and 
which will still permit parents a voice in operational decisions. 
Evidence that these are continuing concerns is provided by the 
town meetings in New England and later by the multiplicity of 

districts which were created in a number of states throughout the 
country. 

Variations in governmental patterns among states are even 
more obvious when one considers that Illinois had about 12 000 

^a°I dlstricts in 1940 ’ but had reduced that number to about 
1200 by 1970. Between 1948 and 1970 the number of school dis- 
tncts m towa was reduced from over 4700 to less than 500. Ohio 
had slightly less than 1600 districts in 1948, and had reduced the 
number to slightly over 600 by 1970. During the same period of 
time no appreciable reduction in the number of school districts 
was accomplished in the New England states ; in fact, a net in- 
crease occurred in Connecticut, Massachusetts, and Rhode Island. 
The greatest amount of school district consolidation or reorgani- 
zation occurred in the states comprising the old Northwest Terri- 
tory. 2 

In 1948, 23 states had in excess of 1,000 school districts, 16 
e * cess of 2 ’ 000 districts, and 7 had over 5,000 districts. By 
2 ^ 4 states ha d over 1,000 districts and none had over 
2,000 districts. Over this 20 year period the number of school 
districts decreased in 34 states, increased in 9 states, and did not 
change in 5 states. This reduction is even more striking when 
one notes that the net loss was over 8,000 in one state, but that 
the highest net gain in any state was less than 60. 3 

Any consideration of the governance of American public edu- 
cation must recognize the basic differences between administra- 
tive units and attendance centers. An administrative unit exists 
for purposes of governance and usually encompasses one or more 
attendance centers while the term "attendance center” refers to 
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the actual school. Not all administrative units operate schools 
within their boundaries ; some of them transport students to an- 
other district which operates an attendance center or a school. 
Those administrative units which do not operate schools should 
be merged with an operating unit, for school districts have no 
educational reason to exist if they do not operate schools. This 
type of school district reorganization can take place without af- 
fecting existing attendance centers. Administrative units may 
be reorganized, merged, or subdivided, and the former schools 
may continue to operate in much the same fashion. Similarly, 
attendance centers may be consolidated, altered, or subdivided 
without altering the geographic boundaries of administrative 
units. 

Traditionally, citizens have cherished the belief that schools 
were operating under “local control” when, in fact, the amount 
of local control and leeway that could be exercised was extremely 
limited. Local control has become virtually a myth with the pro- 
liferation of state statutes and regulations relating to curricular 
offerings, textbooks, certification of teachers, budgeting and ac- 
counting procedures, controls with regard to the expenditure of 
funds, and limitations on local tax levies. In practice, control of 
schools is local only to the extent that state legislatures and agen- 
cies choose to permit. The courts have been crystal clear in re- 
ferring to local school districts as arms of the state, creatures of 
the state, or agencies with limited responsibilities and functions 
which exercise a portion of the power of the state. 

The Board of Education 

Local boards of education serve two diverse functions in the 
American system of education. First, they have responsibility 
for adoption of policies under which the schools are to operate. 
This responsibility assures some balance in educational planning 
and decision-making and provides a means to broaden the par- 
ticipation of citizens in educational governance. Second, boards 
serve as arms or agents of the state with responsibility for carry- 
ing out legislative mandates in the operation of schools, but this 
role is further complicated by the additional responsibility to rep- 
resent the educational interests of the local community. 

In local school districts boards are normally composed of lay- 
men elected by popular vote. The continuation of this historical 
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pattern illustrates the American commitment to the concept that 
the people have the ability to manage their own schools and also 
is evidence of the public’s continuing interest in assuming this 
responsibility. In the nineteenth century local boards were heav- 
ily involved in administrative functions, but as the operation of 
schools became more complex and time-demanding, school boards 
became less involved in routine operational concerns and moved 
toward the present pattern of relying upon the superintendent of 
sc oo s to serve as the board’s executive officer and be responsible 
for school operation. At the present time the contention is that 
the board of education should assume responsibility for policy 
making and legislative functions within the framework of state 
law and regulations, and should assign responsibility for execu- 
tive functions to the superintendent of schools and his staff. In 
actual practice, however, this suggested allocation of functional 
responsibility is somewhat unrealistic, for sharp delineations 
cannot be drawn between legislative, policy making, and execu- 
tive functions. For example, statutory requirements in some 
states dictate that the board must approve each expenditure of 
funds even after a detailed budget has been formally adopted. 

Boards of education are found in nearly all local, intermedi- 
ate, and state educational agencies. In each instance their func- 
tions and responsibilities are limited to those prescribed by stat- 
ute and related implied and necessary powers, but the method 
of selection is very diverse. Popular election is the method most 
often used to select members of local boards of education, but this 
method of selecting board members is less well established for 
intermediate units or the state education agency. There is, how- 
ever. general acceptance of the concept that there is the need and 
an appropriate role for this legislative and policy making body. 

INTERMEDIATE UNITS 

As the second major structural component in the governance 
of education, intermediate units vary extensively among the sev- 
eral states and take on a variety of forms and functions. They 
range from the midwest’s county superintendency where the 
function is largely record keeping and communication to the co- 
operative service agency which may encompass one or more coun- 
ties and which is oriented toward providing certain educational 
services and programs more efficiently and economically than 



116 

% -• 



108 ALTERNATIVE FINANCE PROGRAMS 

they can be provided by local school districts. Governing bodies 
for these agencies may be selected in a variety of ways, but the 
crucial issue may well be whether the agency is primarily re- 
sponsible or responsive to the interests of the state educational 
agency or to the local districts located within its geographic area. 
The state education agency or the group of local districts upon 
which the intermediate agency is most dependent for resources or 
direction is likely to emerge as a stronger entity as a result of the 
activities of the intermediate agency. 

The threat that an intermediate agency will replace the local 
school district is perceived differently in various states, for local 
school districts in several states are currently organized on a 
county unit basis which provides the pattern for the intermediate 
unit in other states. When the intermediate unit assumes re- 
sponsibility for those functions normally assigned to the local 
district, it then in effect becomes the local school district, possibly 
providing impetus for further evolution through the formation 
of multi-county intermediate units to provide an even wider 
range of services and programs. 

In some areas of the nation, the intermediate unit provides 
administrative and/or instructional services. For example, pay- 
roll accounting, maintenance of pupil records, curriculum devel- 
opment activities, employment of specialized personnel, and 
purchasing of supplies and equipment often can be provided more 
economically and efficiently by an intermediate unit, which serves 
several districts, than by the individual districts. However, in- 
termediate districts should not be established by the legislature 
merely to prop up inadequate and inefficient local districts. Such 
districts should be merged or dissolved without delay or subter- 
fuge. In the same fashion, politically powerful intermediate units 
should :>t be permitted to thwart progress in school district re- 
organization because their continued existence is threatened. 

STATE EDUCATION AGENCIES 

Increased public interest in education and the shift in the 
base of financial support from the local to the state and federal 
levels have contributed, in recent years, to the growth of the state 
education agencies. These agencies provide various combinations 
of leadership, control, and service depending upon one’s perspec- 
tive, aspirations, and relationship to the agency. During the 
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decade of the 1960’s, substantial amounts of federal funds were 
appropriated to strengthen state educational agencies and these 
agencies were given responsibility for administering even larger 
federal appropriations which were to be expended by local school 
districts. An inevitable outgrowth of this increased flow of 
funds has been an enlargement of staff and an expansion of the 
operational functions being performed by state education agen- 
cies. 

This third, and potentially most powerful, of the various ad- 
ministrative units for education is searching for its appropriate 
role in many states. As the state agency expands and moves 
from a disbursement and service orientation to a leadership and 
planning orientation, conflicts and problems inevitably will 
emerge as power bases shift and the focal points for educational 
policy decisions change. Legislative enactments mandating a 
statewide planning-programming-budgeting system and propos- 
als for federal revenue sharing are but two examples of develop- 
ments that could result in additional responsibilities being thrust 
upon state education agencies. 

STATE FINANCE PROGRAMS AND SCHOOL DISTRICT 

ORGANIZATION 

Assessment of the interrelationships between state finance 
programs and school district organization requires a study of the 
relationships between equalization and school district size, 
wealth, tax rates, expenditures, and foundation program sup- 
port. An analysis of these five factors revealed that wealth was 
[ the most significant element in predicting expenditures, with 

| school tax rates being the next most significant. Size of school 

district and amount of foundation program aid did not appear to 
exert a significant influence upon expenditure patterns. 4 

Variations in expenditures were found in all states, and the 
existence of high or low level of expenditure per pupil did not 
necessarily result in a high or low level of equalization. A more 
detailed analysis did reveal that in seven states the foundation 
program was contributing additional revenues to districts with a 
\ low valuation of property per pupil. The importance of this pat- 

| tern was directly related to the level of support provided through 

the foundation aid program. 

In the same vein, one of the most disturbing findings of stud- 
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ies conducted by the NEFP is the failure of state financial sup- 
port systems in their efforts to equalize the resources available to 
local districts. Low levels of equalization (in terms of the per- 
centage that the foundation program is of total current expendi- 
tures) and the proliferation of categorical and special purpose 
aids have contributed to a situation in which local district wealth 
emerges as the primary factor in determining the level of expend- 
itures in a local district. 0 

By forming regional education agencies or intermediate units, 
local districts can bring together a sufficient number of pupils so 
that it is feasible to provide specialized educational services for 
them. Various arrangements for intermediate units have been 
tried, but the objective has often been to seek an arrangement 
which will provide an adequate fiscal base, sufficient pupils, and 
some rationale for existence. The last reason is obviously the 
least defensible, and the first two may not be complementary. 
Hooker and Mueller have proposed the use of economic planning 
regions as logical geographical areas for intermediate units, 4 
but the sheer size of these areas may require that they be sub- 
divided in order to implement various educational services or pro- 
grams. 

OBJECTIVES OF SCHOOL DISTRICT ORGANIZATION 

When a state undertakes a comprehensive review of its gov- 
ernmental structure for education, consideration must be given 
to the existing situation and to the historical development of the 
current pattern of school district organization in that state. In 
many of the southeastern states, the county unit of civil govern- 
ment has also served as the primary reference point in the or- 
ganization of schools; in the midwestem states the civil town- 
ship was the primary unit, with the county functioning as an in- 
termediate unit. 

Various efforts have been made to state objectives or goals in 
school district organization, one of the more recent being The 
Great Plains School District Organization Project. 7 Previous 
research and writings on the subject of school district organiza- 
tion provided for support for the following five statements : 

1. Each student should have the opportunity to participate in 
an educational program that will fully meet his educational needs. 
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| 2. The educational structure of the state should be organized 

i in a manner that will provide an equalization of the expenditures 

j for education throughout the state. 

j 3. The educational structure of the state should be organized 

| in a manner that will provide students with well-trained class- 

! room teachers. 

| 4. The educational structure of the state should be organized 

; in a manner that will utilize efficiently the specialized and tech- 

nical school personnel in the state. 

| 5. The educational structure of the state should be organized 

j in a manner that will provide the best use of funds expended for 

; education. 

i Educational Opportunity 

t 

j The concept of educational opportunity is somewhat illusive, 

but various research studies and observations have indicated that 
? access to educational programs and services is directly related to 

1 the size of the school district and the attendance unit which serve 

I the student. For that reason the bulk of the following discussion 

j will relate to organizational matters and to minimal and optimal 

i student enrollment in school district attendance centers and ad- 

j ministrative units. 

The various attempts to arrive at a minimum acceptable size 
for attendance centers have resulted in some common agreement 
that elementary schools should have at least one section or class- 
room per grade and that secondary schools should have a graduat- 
ing class of at least 100 students. Optimum sizes for elementary 
schools usually approximate 60-100 students per grade with sec- 
ondary school optimums ranging from 700-1,600 students in a 
three- or four-year high school, depending upon the concentration 
of the population and the comprehensiveness of the educational 
program.' 

Authorities generally agree that a school district should pro- 
vide an educational program encompassing both elementary and 
secondary schools. The dual arrangements with separate elemen- 
tary and high school districts are not considered desirable be- 
cause of the duplicated administrative and service staffs and the 
communication and coordination problems between the elemen- 
tary and secondary educational programs. Effective educational 
programs should not be restricted by multiple levels of adminis- 
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tration which result in unnecessary complications for students, 
patrons, and school staff members. 

Although many viewpoints have been expressed concerning 
the ideal size for a school district or an administrative unit, re- 
search has revealed that reasonable economies of scale cannot be 
secured until districts have at least 10,000 students. These same 
studies suggest that enrollments of 4,000-5,000 students might be 
defensible in sparsely populated areas. Even though these sizes 
may seem large in terms of the enrollments of some school dis- 
tricts, they should be construed as minimal rather than as opti- 
mal. Recommendations relating to optimal size often range from 
20,000 to 50,000 pupils per administrative unit. 0 
■ The desirability of school district reorganization to eliminate 

the small unit is reasonably well accepted and is deemed justified 
on both educational and fiscal grounds. Workable solutions for 
resolving operational problems in very large school districts seem 
to be more evasive, but there is general agreement that construc- 
tive action is needed to reduce the communications problems and 
tensions which characterize these districts, as well as to provide 
for greater flexibility and diversification in instructional pro- 
! grams. Typical administrative arrangements may be used in 

efforts to resolve the former problems, but resolution of the latter 
| will depend upon the ability of the district to recognize and re- 

! spond to the need for differentiated instructional programs to 

f serve subgroups of the total student population. 

The number of students needed for an efficient school district 
j operation is dependent upon the functions and services which are 

j provided through the local administrative unit. In the absence 

j of intermediate units, local districts must provide certain serv- 

! ices and programs which in other settings could be furnished by 

! an intermediate unit. The individual components of a state 

! school system are interdependent and are in an intricate and sen- 

sitive balance as the various units interact to provide a full range 
of educational services and programs. If the role and responsi- 
I bility of one component should be altered, that decision will have 

i an impact upon each of the others. If a new level of educational 

I agency (such as an intermediate unit) is introduced, the role, re- 

l sponsibilities, and functions of the local district and the state ed- 

i ucational agency will be altered. 

Recommendations relating to minimal desirable enrollment 
for all intermediate units will depend upon the relative sparsity 




121 



SCHOOL DISTRICT ORGANIZATION 



113 



of population in the area to be served, the extent to which local 
districts have been consolidated or reorganized, and the expec- 
tations which the state and local education agencies have for the 
unit. State statutes concerning minimum size have varied from 
5,000 to 100,000 students. 10 Instead of using a minimum enroll- 
ment level as the criterion for forming an intermediate unit, a 
more logical approach would be to give first attention to the pro- 
grams and services which are to be provided and then to develop 
an organizational pattern which will facilitate the provision of 
adequate sevices for all school districts in a given state. As was 
noted earlier, one of the primary considerations is whether the 
intermediate units are to be considered extensions of the state 
education agency or cooperative endeavors fostered by and for 
local school districts. If they are viewed as arms of the state ed- 
ucational agency, the size criterion will be of lesser importance 
than such factors as proximity to local districts and capacity to 
fulfill the designated functions. If they are cooperatives formed 
by local districts, efficiency criteria similar to those used in de- 
termining minimal and optimal sizes for local districts should be 
considered. However, primary attention should be given to the 
factors affecting the services and functions to be performed 
rather than to the number of students who happen to attend 
schools within the geographical area that constitutes a potential 
intermediate unit. In those states with large local districts, such 
as county units, intermediate units typically are not found. This 
experience suggests that roles and functions for intermediate 
units must be radically altered from traditional patterns if these 
units are to be feasible after the state has reorganized local school 
districts into adequate administrative units. 

Equalization of Expenditures and Resources 

Inequalities in wealth among school districts and concentra- 
tions of fiscal resources within states serve to emphasize the fu- 
ll y of making precise statements relating tc optimum district 
size in terms of either square miles or population. State support 
programs do make some headway in redressing this inequity, 
but their efforts typically have focused on equalizing at a mini- 
mum level rather than at an optimum cr a maximum level. As 
the percentage of state aid increases, the relative importance of 
disparities in wealth decreases, but the resources available 
to some districts still will only support a minimal program. 
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Although there is increasing support for area financing on a 
multi-district basis, this may be only an intermediate step toward 
complete state support of local schools. The tax base could be co- 
terminous with a standard metropolitan area, an economic plan- 
ning unit, or a grouping of counties, whichever appears logical 
within a given state. Those states which have made significant 
strides in reducing the number of school districts have found that 
the wide disparities in available fiscal resources generally are re- 
duced as the number of school districts within a state is reduced. 
The same result would occur if several operating districts were 
grouped into an area taxing unit, but retained their operational 
independence. 



Well-Trained Classroom Teachers 

Research evidence supports the contention that districts of 
adequate size usually have teachers with higher levels of training, 
have these teachers assigned in their major areas of professional 
preparation, and have a higher rate of staff retention. The num- 
ber of students is not the only factor which produces this staffing 
pattern. Increased curricular offerings, availability of instruc- 
tional supplies and materials, and more favorable working condi- 
tions also are factors which contribute to a better staffing situa- 
tion. 



Utilization of Specialized Personnel 

The current supply and demand situation relative to teachers 
and other educational personnel does not reduce the need to strive 
for more effective utilization of available personnel. Studies of 
staff utilization have revealed excessively low numbers of pupils 
per teacher in small school districts. Smaller districts also have 
difficulty making the best use of the specialized training of 
teachers and other instructional personnel. A sufficient number 
of students must be available to justify the employment of spe- 
cialized personnel, but there is the additional need for a profes- 
sional team of sufficient size to provide a challenging and satisfy- 
ing working environment and also permit a teacher to specialize 
in his professional field of interest. 
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Efficient Expenditure of Funds 

Cost per pupil cannot be considered independent of the educa- 
tional program and the objectives of the school district. With 
two-thirds or more of the typical school budget being expended 
for salaries, differences in pupil-teacher ratios, in the experience 
and training of teachers, and in the availability of specialized 
support personnel can easily contribute to wide differences in ed- 
ucational expenditures among local school districts. However, 
the research and literature in the field of school district organiza- 
tion indicates that small school districts and small schools, when 
compared with larger districts, are more costly to operate. 
State-wide analyses of the costs of educational programs have 
continued to support this contention." 

In suburbs and in areas with normal concentrations of popu- 
lation there seems to be little justification for a proliferation of 
small districts. In some of the sparsely populated states some ad- 
justment in the minimum standards for pupil enrollment may be 
merited, with intermediate units assuming additional functions 
and responsibilities which can be shifted from the local district. 

GUIDELINES FOR REORGANIZATION AND SCHOOL 

FINANCE 

Rather than relying upon one statute or several isolated stat- 
utes to expedite school district reorganization, a better approach 
is to develop a total legislative program or “package” which in- 
cludes a sound reorganization procedure and financial incentives 
to encourage positive action by local districts. The following 
guidelines should be considered by state legislatures in their ef- 
forts to encourage school district reorganization 

1. Current statutes and codes should be examined thoroughly 
to determine their effect upon school district reorganization. Only 
minor modification may be required, but those provisions should 
be repealed which retard or discourage reorganization or have 
become obsolete. 

2. State and local reorganization committees should be es- 
tablished to provide organization and leadership for the reorgan- 
ization process. Duties and responsibilities of these agencies and 
other groups or persons should be specifically defined in the stat- 
utes. 



124 



116 



ALTERNATIVE FINANCE PROGRAMS 



\ 



3. State-wide studies should be undertaken to determine the 
extent of the need for reorganization. Following ^s study, a 
master plan should be developed which gives consideration to 

state and local needs. . . . 

4 Legislation should be clear and easily understood by lay 

and professional people and should be easy to implement. 

6. Regulations and criteria should be clearly defined. Criteria 
and minimum standards should be understood by all citizens and 

uniformly enforced. . , 

6 On both the local and state level, maximum citizen involve- 
ment should be sought in the development of plans, criteria for 

reorganization, and proposed legislation. , ifh 

7. Equitable voting procedures should be established with 
each person in the proposed unit having an equal vote. No group 

of voters should be discriminated against. The principle of one- 

man-one vote” should prevail. 

8. Reorganization should result in an equalization of fiscal 

resources insofar as this is geographically feasible. 

9. The following fiscal provisions should be avoided if the 
goal is to encourage school district reorganization : 

a. Non-resident tuition aid which enables non-operating 
districts to send students to an operating district and levy a low 

local tax rate to operate their own schools. 

b. Aid to financially distressed districts in an amount suf- 
ficient to permit them to maintain school when they probably 
should be merged with another district. 

c. Minimum standards which are not enforced. 

d. Features which allow inadequate districts to circum- 
vent the law and still receive state aid. 

e. Sparsity correction factors which perpetuate small, in- 
adequate school districts. 

10. The following incentives can be used to encourage school 

district reorganization: . . 

a. Optional provision for the new district to assume 

bonded debt and receive state support 'or retiring the debt in- 
curred by component districts before reorganization. 

b. State aid for debt incurred for school construction 

needed as a result of reorganization. . . - 

c. Aid to distressed districts which are viable, but finan- 
cially troubled because of reorganization. . 

d. Bonus aid for reorganized districts on a per-pupil basis. 
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e. Transportation aid designed to cover a high percentage 
of actual costs or to encourage a specific type or reorganization. 

f. Provisions that guarantee aid from the foundation pro- 
gram and other state programs at a level no less than the total 
amount which would have been received by the component dis- 
tricts if they had remained independent. 

11. State officials should exert pressure to see that impacted 
area funds are distributed through regular state aid channels. 
This would reduce the distortion in school district structure and 
provide for more effective operation of state equalization plans. 

12. Incentive features should be maintained at a support level 
high enough to encourage reorganization. Dollar amounts should 
be based on realistic cost figures and should be increased as the 
economy demands. 

13. Regional taxing units should not be used as a substitute 
for an appropriate level of state support; the purpose of regional 
taxing units is to achieve equality in local tax rates and available 
fiscal resources. 



ALTERNATIVE STRUCTURAL ARRANGEMENTS 

The traditional patterns for administering schools have come 
under serious attack in recent years because of the changes in so- 
ciety associated with the myriad of social and cultural develop- 
ments. Established institutions have a tendency to become rigid 
and unresponsive to external stimuli ; this is counter to the gen- 
eral societal thrust for increased citizen involvement and partici- 
pation, as well as to the movement toward greater utilization of 
scientific and technological developments. In the following dis- 
cussion, several alternative structures are discussed as means for 

expanding and improving educational opportunities and pro- 
grams. 

Regional Service Units 

Improvements in transportation and communication have ne- 
gated most of the need for the county intermediate units which 
are still found in several states. The increased demand for edu- 
cational services suggests the need to form other types of inter- 
mediate units which could provide such services as data process- 
ing for business and pupil personnel functions, or could operate 
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vocational and technical schools. This type of intermediate unit 
does not have supervisory responsibilities; it focuses on provid- 
ing needed services to constituent school districts. A second and 
related option is for the state education agency to decentralize 
its activities and establish satellite agencies on a regional basis 
so that its personnel and services will be more accessible. 

An intriguing alternative involves five different settings for 
educational action — the classroom, the school building, the local 
school district, the intermediate unit, and the state education 
agency. Functions could be grouped under the broad categories 
of operational, developmental, and planning; this design calls for 
decisions relating to a specific function to be made as close to the 
point of performance as possible. The key considerations are 
that (1) a function is to be located at the level at which it can 
best be performed and (2) responsibility for the performance of 
a function may shift to another level as conditions change. The 
incidence, need, and availability of resources are the primary fac- 
tors to be considered in determining which level would assume 
responsibility for performing a given function. Recognizing the 
differences which exist among school districts and the changes 
which are taking place in society, this "open system” approach 
recognizes that some local districts should assume responsibility 
for performing certain functions and that other districts might 
more appropriately rely upon an intermediate agency or even the 
state agency for performance of the same function. Fiscal econ- 
omies should accrue through shared information and also through 
decisions that certain activities would only b*s performed at a 
limited number of sites in a given state. An underlying theme 
is the built-in emphasis on increased statewide coordination and 
leadership in decision-making. 

Urban Metropolitan Districts 

The rapid growth of suburban areas around large cities has 
focused attention on the inequities associated with concentra- 
tions of wealth in one area and concentrations of pupils in an- 
other. The geographic configurations of both suburban and urban 
school districts often predate any consideration of population 
growth patterns or concentrations of taxable wealth. In many 
urban areas educational planning is unnecessarily hampered by 
the proliferation of districts. In an effort to correct some of these 
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inequities, a metropolitan governmental structure for schools has 
been adopted in some places. One of the earliest experiences 
with metropolitan government was in Toronto. The formation 
of that program has spurred interest in the United States. 

In the metropolitan areas of most American cities, the logisti- 
cal and political problems associated with forming a metropoli- 
tan governmental structure would be most formidable because of 
the proliferation of school districts in the suburbs and the multi- 
state character of many metropolitan areas. Notable exceptions 
are found in those states where the pattern for local districts in- 
volves county units; in these states the transition undoubtedly 
would be easier because a smaller number of agencies would be 
affected. The situation is further enhanced because of the re- 
duced diversity in social and economic characteristics resulting 
from the larger unit. Cultural differences within the core city 
and within the large suburb will, in all likelihood, be greater than 
the “mean” differences between the city and its suburbs. 

Recognizing reasonable size limits in terms of population 
and square miles, the rationale for the formation of urban metro- 
politan districts is at least three fold. Educational planning for 
the area is made easier by the consolidation of school districts, 
for it can be focused on the entire area rather than being unduly 
influenced by minor shifts in the population. Through this type 
of merger, school sites can be selected more objectively because 
of the elimination of district lines and the increased availability 
of land. Transportation problems should also be reduced because 
of the greater flexibility in determining the attendance bounda- 
ries for individual schools. 

Specialized educational personnel and services can be made 
available to the entire area rather than being restricted to the 
wealthy or very large school districts. The critical mass of stu- 
dents will permit the district to provide both human and techno- 
logical services at a higher level of economic efficiency. 

Under this structural arrangement, students in the metropol- 
itan area will have access to the same relative quality of educa- 
tional program. They will not be short-changed because of the 
large variations in fiscal resources among districts which result 
from concentrations of commercial and/or industrial activity in 
one district and concentrations of students in another. The in- 
creased educational expenditures associated with rapid growth in 
one small area can be spread over the total area rather than im- 
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posing a very heavy tax burden upon the growing area. Racial 
integration could be accelerated through the use of busing to re- 
duce de facto segregation. However, likelihood of a mass move- 
ment toward formation of urban metropolitan districts is mini- 
mal. because of the problems associated with administering largo 
school districts and because of the legal complications related to 
a school district with territory in more than one state. 

Decentralized Administration in Urban Districts 

The same districts which, embrace the concept of forming an 
urban metropolitan school district in an attempt to solve their 
fiscal and planning problems will, in all likelihood, find them- 
selves confronted with equally perplexing operational problems. 
The interactive impact of teacher militancy, citizen interest in 
involvement in educational decisions, and questions concerning 
the efficacy of current educational practices has generated con- 
siderable interest in some type of decentralized approach to the 
administration of urban school districts. When student enroll- 
ments exceed 50,000 and result in the need to operate several 
senior high schools, communication problems seem to mount and 
the need for divergence in educational programs among schools 
becomes evident. 

Decentralization of operational responsibility in urban schools 
is complicated by the degree to which commensurate authority 
can also be decentralized. Master contracts with teachers’ organ- 
izations often contain clauses pertaining to teacher transfers 
and to a multitude of working conditions. In effect, teachers 
might have a centralized contract in a decentralized setting; the 
potential for conflict is self-evident. Concern is often expressed 
that staffing practices will tend toward one of two extremes — pa- 
ternalism and patronage or the unrestricted freedom of decen- 
tralized boards to hire and fire at will. 

A number of benefits can accrue through decentralization if 
educational program variations are permitted on a sub-district 
basis and if administration of the budget also is decentralized. 
The most obvious benefits are the shortened lines of communica- 
tion and the reduction of the feeling of isolation which charac- 
terizes many of the schools or attendance units in large urban 
school districts. 

The discussion, thus far, has focused on the role of the admin- 
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istrator in the sub-district, but citizens in many sub-district set- 
tings are seeking ways in which they can participate actively in 
decision-making. Typically, their initial interests are in deci- 
sions concerning personnel matters and the educational program. 
The problems associated with their participation in these deci- 
sions are evident when one considers the state laws and regula- 
tions concerning educational programs and the restrictions on 
personnel decisions imposed through master contracts with 
teachers. However, the legitimacy of the push for increased lay 
involvement in large urban districts is obvious when one consid- 
ers the fact that the number of students in some urban school 
districts exceeds the total number found in some states, or even 
in several states. The challenges are (1) to develop an appro- 
priate definition of the scope of authority granted to the sub- 
district lay advisory groups or sub- district boards and (2) to pro- 
vide some means through which opportunities for responsible cit- 
izen participation can be assured in the selection of members of 
such bodies. The potential benefits of greater citizen involve- 
ment may be overshadowed by problems if these two goals are 
not achieved. 

Fiscal equalization for the school districts within a state is 
facilitated by the existence of the larger unit, but the need for 
internal fiscal equalization may be neglected because of a desire 
to provide “unequals with equal treatment.” Programmatic re- 
quirements will vary significantly among the schools because of 
the different educational needs of students in various attendance 
units. This potential problem can be resolved through the use 
of a decentralized budgeting system which will make it possible 
for one school to receive more funds per pupil or more personnel 
than another school because of its demonstrated need for a dif- 
ferent type of educational program. 

Administrative procedures in large urban school districts can 
be decentralized to provide for a distribution of operational au- 
thority and responsibility. A constellation of schools would pro- 
vide the basis for the sub-district ; one or more high schools with 
their associated elementary and middle schools or junior high 
schools could comprise the unit. This feeder school system would 
facilitate the development of close working relationships in cur- 
riculum development and the resolution of operational problems. 
The number of decisions made at the sub-district level should be 
minimal, for the primary responsibility for determination of op- 
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erational procedures would reside at the school level. Central 
responsibilities would include establishing district-wide policies, 
evaluating the progress and needs of the district, obtaining and 
allocating fiscal resources for operation, stimulating research and 
development activities on a sub-district and district basis, repre- 
senting and coordinating district interests with other govern- 
mental agencies, reviewing appeals from sub-districts, and pro- 
tecting the employment rights of employees. 

Other potential gains under this type of decentralized ar- 
rangement would encompass greater citizen involvement in de- 
termination of operational policies, allocation of decision-making 
powers to personnel who actually conduct the operations, and in- 
creased opportunities for parent and citizen participation in de- 
cisions affecting the schools serving their area, increased oppor- 
tunities for school employees to exercise professional judgment 
in educational decisions, and greater potential for development of 
innovative and cooperative educational programs. 

Inter-District Cooperation 

Possibilities for cooperative action by local school districts 
are many and varied, but the limited powers of governing boards 
may preclude activities which could be undertaken through legal 
entities such as intermediate units or regional service units. 
Through the informal sharing of information and materials or 
through joint membership in school study councils, districts have 
the opportunity to work together. More formal cooperative ac- 
tion may be taken through joint purchasing or even joint em- 
ployment of personnel. Such arrangements may not be satisfac- 
tory over an extended period of time because of their heavy de- 
pendence upon the informal relationships between the school of- 
ficials in the participating districts, but they may provide an op- 
portunity for exploratory activities which can be formalized at a 
later date. 

Contracted Services 

Local school districts have a long history of contracting with 
private agencies for various supporting services ; one of the most 
obvious examples is in the field of public transportation. In rural 
districts there often are multiple contracts with individual 
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owners and drivers of single buses; in suburban and urban dis- 
tricts the contract may be with a single firm which operates a 
fleet of buses and provides complete transportation services. 
Local districts have also entered into contracts for custodial serv- 
ices, maintenance services, and food services. 

These examples illustrate the precedent for local districts en- 
tering into performance contracts with private firms which agree 
to provide instruction to pupils. The major difference between 
this recent activity and the previous contracts is that the earlier 
contractors agreed to provide various support services rather 
than provide actual instruction. In the scattered districts which 
have entered into performance contracts, the trend appears to be 
that the contractor will be paid only if the pupils progress at a 
predetermined rate. The impact that performance contracts will 
have upon the organizational structure of the public schools is a 
matter of lively discussion in many quarters, but at the present 
time most statements are pure conjecture because of the limited 
experience with these programs. If performance contracts should 
become the rule rather than the exception, traditional state con- 
trols will need to be reviewed and possibly revised, and modifica- 
tions in some state support programs will be required to accom- 
modate the diversity of staffing patterns found in these programs. 

INTERACTIVE EFFECT OF FUNDING ARRANGEMENTS 

The historical contention in school finance has been that the 
principal locus of financial support will also be the principal locus 
of control over schools. Research has not validated this conten- 
tion, but funding decisions will alter the roles to be assumed by 
the various levels of educational governance. In the following 
discussion illustrations will be presented of the way that various 
funding decisions may affect the role of different agencies. 

Federal Aid 

For the purposes of this discussion, it is assumed that the fed- 
eral government will continue to perform its traditional data 
gathering, initiation and development of special programs, and 
dissemination roles and that these roles will not change appre- 
ciably irrespective of the level of federal support for education. 
The possibility of an expansion of these roles is inherent, but it 
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is assumed that these decisions will be made independent of those 
relating to support for school operation. In the subsequent dis- 
cussion in this section, federal aid has been grouped into two 
broad classifications — general aid and categorical aid. 

General Aid. Under a federal support program involving 
federal aid, the principal role of the federal agency would be dis- 
bursement with state and local agencies having the responsibil- 
ity for expending the funds in accordance with approved state 
plans. The policing or regulatory function should be minimal 
provided that decentralized decision-making is maintained. 

In view of the state’s legal responsibility for education, the 
state education agency undoubtedly would be actively involved 
in administration of a general program of federal aid. A federal 
block grant or general aid program could be administered 
through the state with a minimum of federal control through 
guidelines, regulations, and approved state plans. However, each 
of these administrative devices can also be used as a means to 
"control” the manner in which funds are expended in the local 
school district. The question of control or lack of control will 
only be answered through the statutes which authorize the ex- 
penditure of funds and the procedures used to administer the pro- 
gram. 

Categorical Aid. Under a categorical aid program, the fed- 
eral policing or regulatory responsibility will, in all likelihood, be 
greater because of the increased detail of the regulations and 
guidelines which must be prepared to protect the specific purpose 
of the funding. Even though the program may be intended to 
achieve a high degree of decentralization, the typical decision to 
create a staff to administer each "category” will contribute to the 
emergence of a specialized administrative agency. Rather than 
being cast in the role of a policy-maker, as in the previous ex- 
ample, a federal program of categorical aid is likely to result in 
the state serving more as transmitter and interpreter of federal 
guidelines and regulations with a significant reduction in its dis- 
cretionary power. 

State Aid 

Various regulatory responsibilities are a direct consequence 
of state authority and responsibility for education ; therefore, 
the task of isolating those directly related to school finance is vir- 
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tually impossible. Statutes and regulations vary considerably 
among the several states, but most states have some legal mech- 
anism through which school budgets are reviewed and fiscal ac- 
countability is assured by audits of expenditures. As a result of 
the adoption of standardized accounting procedures, comparable 
data are available at the state level for research and dissemina- 
tion purposes. 



As state funds increase in quantity, typically the relative dif- 
ferences among local districts in available fiscal resources will be 
reduced Poorer districts will have additional fiscal resources 
and richer districts may find that their relative financial advan- 
age has decreased, but access to financial resources will have be- 
come more equal among the districts in the state. The relative 
latitude of local school officials will be increased if an adequate 
amount of state funds are distributed through general aid chan- 
nels which recognize differences among districts in unit costs of 
education as well as taxpaying ability. In Chapter 10 of this 
Volume various models of state general aid are analyzed. Some 
ol those models are far more satisfactory than others. 



categorical grants should be held to a minimum because they 
increase the difficulties of budgeting and accounting and may 
also distort educational priorities. 



, st ^ te jundmg. The lack of extensive experience with 

full state funding of local school operations complicates the task 
of projecting the problems which might be associated with ad- 
ministration of such a program; however, certain types of prob- 
lems can be predicted to be associated with this approach. 



• ° ne ?1 the princi P al Problems resulting from full state fund- 
mg would appear to be the lack of budgetary flexibility in terms 
o the ability to project contingencies or unanticipated emergen- 
cies and the capacity to accommodate necessary differences in 
un s required to support educational programs both within and 
among school attendance units. Emergencies could be resolved 
by maintaining a contingency fund at the state level which would 
be under the control of the state board of education and admin- 
istered through the state education agency. Routine mainten- 
ance activities could be scheduled in a normal budget cycle, but 
permitting each district to maintain a contingency fund adequate 
for all emergencies would be fiscally unsound. Reasonably ac- 
curate predictions could be made concerning the size of the con- 
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tingency fund which would be required for the entire state over a 
given period of time. 

If a full state funding program should be adopted, a major 
challenge would be to develop an equitable budgeting system 
which would recognize the differences in costs associated with 
various educational programs and services as well as with differ- 
ent areas of the state. Allocation of funds on a flat per pupil 
basis would have a depressing effect upon educational programs. 
The budgeting and allocation process should recognize the costs 
associated with various educational programs, such as vocational 
education, compensatory education and special education, as well 
as the unique costs associated with sparsity of population and 
similar demographic factors. Considerable progress could be 
made toward the alleviation of these problems through the use 
of either a cost differential approach or programmatic budgeting 
in the allocation of funds. 

A second problem associated with full state funding is related 
to the fiscal and budgetary controls which would be required to 
assure that local school operating units expend funds in accord- 
ance with their approved budgets. This problem would not be 
severe in those states which have established agencies with re- 
sponsibility for approving budgets and conducting fiscal audits. 
The likelihood of mismanagement would be reduced if local offi- 
cials were declared personally responsible for mismanagement or 
misapplication of funds. 

Many observers contend that one of the great strengths of 
American public education has been the financial and program- 
matic leeway accorded local districts. Other observers contend 
that a major defect of this policy is that it disequalizes educa- 
tional opportunity. Full state funding would obviously require a 
program approximately uniform in equality throughout the state. 
Local school districts could be permitted with supplementary 
state funding to develop innovative or experimental educational 
programs on a trial basis, but they could not be permitted to levy 
taxes to obtain revenues beyond the “state program” for this 
would be in direct contradiction to the basic intent of the pro- 
gram. Chapters 8, 9 and 10 of this Volume present some evi- 
dence that indicates it would be sound public policy to provide 
75 to 90 percent of public school revenue from state and federal 
sources. However, it seems that innovation and desirable change 
would be promoted if school districts are left with some local tax 
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\*Z7' f er . haps th ® best P° lic y would be to provide sufficient 

stantiflTJ^ t0 pe r m,t ne * 6e6 locaI experimentation without sub- 
y disequalizmg educational opportunity and also to pro- 

supplementary state funds for research and develop. 



Local Support 

Irrespective of the source of funds, current trends indicate 

at thp r i SP °n lbl lty T f °, r ° perating schools wil1 continue to reside 

dePP^t °i f Ve \ In arge Cities the concept of “local" may mean 
decen ralization to provide for increased citizen involvement at 

evel closer to the local school, for current thought in both prac- 

sho^ldhp T 7 SUpP ° r J S the view that operational decisions 
should be made as close to their point of implementation as pos- 

tn if p U n llC , reaC j? n to the P r °P ert y tax and the general resistance 

n 1 - n ?° me and sales taxes suggest that the relative 

nmount of financial support provided by the local school district 

ffig AS the percentage of funds com- 

g ., ro ? T1 * he atate and federal levels increases, the relative dis- 

decriai 0 amon S local districts will undoubtedly 

fpn Jp f I 1 ” l he d i StriCt with above average wealth, the chai- 

thp nnn° ? “V? eff “ tive utilization of funds will remain, but 
the opportunity to call for additional resources will not be avail- 

e. n the district with average or below average wealth fi 

r n T a ' fl l Xibility in *!" " S 0f available ™>u rces will reZn con 
stant or be increased. 

ther than being expreased in a fiscal fashion, local support 
p gt ™° re a PPiopmtely be expressed in terms of human and 

skills ^mav capital. Planning, management, and implementation 
skills may become the primary resources which will be provided 
by the local school district. provided 



FEDERAL-STATE-LOCAL LEADERSHIP BALANCE 

Traditiona 1 concepts relative to strict allocation of powers and 
responsibilities to various levels of government appear to be out- 
a e m terms of the contemporary challenges and opportunities 
which confront educational institutions. Efforts to expand the 
role of state and federal educational agencies have often been op- 
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posed on the grounds that only a fixed amount of power existed, 
~ 'd thus the reallocation would result in a reduction of the power 
01 ;he local school district. Experience with federally supported 
programs designed to deal with social and economic deprivation 
has demonstrated that the increased involvement of the federal 
government has contributed to an increase in power of the state 
and local governmental units to deal with these problems. Under 
this concept, rather than being viewed as encroachment, federal 
interest in an educational problem area would be welcomed, for 
federal intervention should also enhance the power and the op- 
portunities available to state and local units as they deal with the 
problems. The problem entailed in full acceptance of this con- 
cept is that the federal interest has not always coincided com- 
pletely with state and local interests, resulting in either a diver- 
sion of state and local interests and effort or a rejection of the 
federal program when the three levels of government are not in 
agreement. 

The challenge is for each of the three levels of governance to 
develop a strong, well-staffed, and capable educational agency so 
that the three levels may interact in a triad. This would maxi- 
mize the opportunities for desirable changes and innovation, and 
also would encourage the further professional growth and devel- 
opment of the staffs at each of the three levels. 

Rather than being viewed as a local and/or state responsibil- 
ity, the financing of education has come to be viewed as a local- 
state-federal partnership. The level of federal participation has 
increased significantly since the enactment of the National De- 
fense Education Act in 1958, and the level of participation must 
continue to increase if local districts are to have an adequate level 
of fiscal resources without an unequal tax burden. A state legis- 
lature cannot abrogate its responsibility for financing education, 
for each state, through its constitution, has assumed responsibil- 
ity for establishing and maintaining an educational system. State 
legislatures have considerable leeway in making decisions rela- 
tive to the type of tax and level of government at which the tax 
is to be levied and collected, but responsibility for providing reve- 
nues for school operation still resides with the state legislature 

Even though the federal government has restricted its role in 
supporting educational programs to a variety of categorical aids, 
the federal government does have an interest in seeing to it that 
equal educational opportunities are provided to all students. The 
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relative importance of this role has been enhanced with the in- 
creasing urbanization and mobility of the American society. Only 
the federal government, unhampered by state boundaries and 
local jurisdictions, possesses the taxing flexibility and resources 
needed to provide an equitable distribution of funds among the 
several states and their operating school districts. 

Federal Responsibilities 

The challenge for the federal government is to move beyond 
its historical programs of research and development activities, 
data gathering and dissemination, and such narrow programs as 
aid for “impacted areas" and operation of Indian schools. A more 
worthy program is for the federal government to pursue the goal 
of guaranteeing equal educational opportunity. This goal en- 
compasses the assumption of a national leadership role, stimula- 
tion of research and innovation, promotion of expanded profes- 
sional experiences at the state and local levels, and guaranteed 
provision of equal access to educational programs and fiscal re- 
sources. 

A long-term issue in intergovernmental relations in education 
is the relative balance between state and federal roles in such 
areas as educational goal setting and the control or actual opera- 
tion of public schools and related agencies. 

State Responsibilities 

Plenary responsibility for all aspects of education resides 
with the state, and the state through the legislature and various 
state agencies is responsible for the operation of educational pro- 
grams within the state. Functional responsibility for the day- 
to-day operation of schools may be decentralized to the local dis- 
tricts, but ultimate accountability still resides at the state level. 

State educational agencies typically have some degree of ex- 
ecutive, judicial, and legislative powers. Although this may ap- 
pear to contradict the traditional separation of powers, state leg- 
islatures have continued to treat the state education agency as an 
entity independent of the executive branch of government. Rath- 
er than placing state education agencies in the executive branch 
under the governor, the trend has been to create semi-indepen- 
dent agencies with their own boards which exercise the power to 
approve or advise on rule-making and administrative procedures. 
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The potential power of the state education agency and the im- 
portance of the role of the state board cannot be overemphasized, 
for a state system of education is so complex that the legislature 
cannot prescribe in detail all of the policies and procedures which 
will be required to operate schools. 

In enacting statutes pertaining to the fiscal support of schools, 
state legislatures have a three fold responsibility: (1) to assure 
that each district has sufficient funds to operate an educational 
program that adequately meets its educational needs, (2) to de- 
velop the state financing program so that the tax burden is equal- 
ized among districts, and (3) to provide local districts with some 
incentive to search for ways to improve the process of education. 
In addition, sufficient funds must be provided to staff and main- 
tain an effective state education agency. 

Beyond the responsibility to provide adequate finances for 
local schools, the state has primary responsibility for administra- 
tive, regulatory, and leadership functions such as the following : 

1. Administrative functions 

a. Collect operational data and information from local 
districts. 

b. Disburse funds. 

c. Issue teacher certificates. 

2. Regulatory functions 

a. Develop and enforce minimum standards for schools. 

b. Visit and evaluate operating programs in local schools. 

c. Inspect schools to assure a healthy environment. 

d. Audit school financial and pupil personnel records to 
assure compliance with regulations. 

3. Leadership functions 

a. Coordinate the operations of state and local edu- 
cational agencies. 

b. Implement planning activities focusing on state and 
local educational needs. 

c. Develop and implement a defensible plan for school dis- 
trict organization in the state. 

d. Involve representative groups and individuals in plan- 
ning activities. 

e. Design and implement a research program to support 
the state’s planning activities and to assist local school 
districts. 
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f. Encourage research and experimentation in local 
school districts. 

S' Promote and evaluate educational innovations. 

h. Develop and coordinate a consultative service program 
utilizing resource personnel from the state education 
agency, intermediate units, local school districts, and 
institutions of higher learning. 

i. Implement a communications program to keep the pub- 
lic informed about education and to encourage a free 
exchange of information and communication about 
areas of concern. 

j* Provide assistance to local school districts in planning, 
conducting, and evaluating in-service programs for 
their personnel. 



Intermediate Unit Responsibilities 

, ^ detailed list of responsibilities for intermediate units or re- 
gional service agencies will not be presented, for the role of these 
agencies is truly evolutionary in terms of the tasks and functions 
being performed by local districts and the state educational 
agency and in terms of the statutes which provide for the crea- 
tion of an intermediate unit. In some states existing intermedi- 
ate units can no longer be justified because of progress in school 
district reorganization. They must be reconceptualized on the 
basis of administrative convenience or efficiency to provide serv- 
ices needed by local school districts or the state education agency. 

Local Responsibilities 

Local school districts serve as arms of the state legislature in 
the structural organization for school operation in all states ex- 
cept Hawaii. Patterns of school organization vary extensively 
among states, and a constant process of evolution has kept dis- 
tricts in a state of change as schools have been consolidated or 
districts have been reorganized. However, the challenge to de- 
velop and conduct educational programs has continued to be the 
responsibility of the local school district. Placing major respon- 
sibility for this function at the local district level does not suggest 
an abdication of state responsibility, but permits flexibility in 
terms of local situations and also casts the federal and state agen- 
cies in a leadership and service role. 
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As the basic operational unit for schools, local school districts 
must look beyond day-to-day operational concerns and address 
themselves to long-range planning in terms of the educational 
program as well as related fiscal matters. The complexity of gov- 
ernmental units and services points to the necessity for coopera- 
tion and joint planning among various governmental units. A di- 
verse group of services and activities have become an integral 
and vital part of a sound educational program; the challenge to 
local school officials is to identify those which can best be pro- 
vided by local districts. 

From the local district must also come the basic information 
used in assessment and accountability efforts. Through the anal- 
ysis of these data alternative delivery systems or processes may 
be identified which contribute to improved educational opportu- 
nities and greater efficiency in the use of the resources devoted 
to education. 
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FOOTNOTES 




CHAPTER 6 



Measuring Educational Needs and Costs 



The first quarter of this century was noted for the develop- 
ment of budgeting procedures for two major categories of ex- 
penditures (1) current operating expenses and (2) capital out- 
lay and debt service expenses. The cost-unit concept, based on 
the pupil and the teacher, emerged slowly in conjunction with 
the idea of equalization of educational opportunity. 

By mid-century a widely adopted procedure for implementing 
the equalization concept was the encompassing pupil (and in- 
structional) unit, weighted for demographic factors associated 
with population sparsity. In a few states the beginnings of the 
present-day approach to program cost analysis appeared in meth- 
ods that broke down cost units into broad programs and service 
components. 

State and federal categorical aids grew in number and in the 
proportion of total funds. These aids had two purposes: (1) to 
stimulate the development of special programs requiring extra 
costs to meet specific needs and (2) to assure high priority of 
these programs in the educational milieu. 

Capital outlay has received spotty consideration in state aid 
plans. Even today, only a few states have developed a plan of 
financing that reflects the principle of integral relationship be- 
tween the educational program and the necessary capital facili- 
ties. 
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After World War II the problems of financing education have 
been accentuated by mass migrations, increased social malaise 
and discontent, and high concentrations of youth with serious 
educational handicaps in the cities. The declining population in 
the rural areas has had an inflationary effect on per capita costs 
of education for those remaining. All of these factors have added 
to the difficulties in keeping up-to-date in the measurement of 
educational and financial needs in every state. 

This study presents a method of measuring the financial in- 
puts of designated program categories. The term program is used 
broadly to classify instructional and service activities into groups 
with distinctive characteristics. Programs can be described in 
terms of comparable work or service of the employed staff mem- 
bers, the target population served, essential materials and facili- 
ties, and relationships to other programs. 

The total educational process can be broken down into pro- 
grams as functional components which can be related to pupils, 
their needs and development. The pattern or configuration of 
programs with distributions of pupils may vary from one local 
school district to another. However, there are commonalities to 
provide norms of practice within each state for estimating needs. 

The taxonomy of programs in this study includes those in cur- 
rent use. These may be modified in the future as the needs of 
pupils dictate. The procedure is designed to identify the target 
population through diagnosis of pupil needs rather than using 
indirect methods of estimation such as counting the number of 
children from low income families. 

The categories of programs for which measures of differen- 
tial costs have been developed include the following: (1) Early 
Childhood Education, (2) Basic Elementary and Secondary Edu- 
cation, (3) Special Education, (4) Compensatory Education, and 
(5) Vocational Education. 

The following programs have been studied, with each one re- 
quiring a special procedure for measurement of need : (1) Adult 
and Continuing Education, (2) Food Services, (3) Transporta- 
tion, (4) Capital Outlay, and (5) Community Junior College Ed- 
ucation. 

The findings of special studies on these programs give a pic- 
ture of the distribution of inputs among samples of school dis- 
tricts throughout the country. Exemplary programs are de- 
scribed ; i.e., programs that most nearly represent the best prac- 
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tjce we know today. Estimates of pupils in need of these pro- 

for The C0St tlT ntm ' 3 am0ns progl ' ams ’ antl projected costs 
for the year 1980 are presented. 

EARLY CHILDHOOD EDUCATION 

[f. ” ot com P lete agreement among educators on the age 

ff" ge ? chlldren to mclude in the field of early childhood educa- 

*r; i 0 ™! PerS P n i- prefer to include children “P to about age 
nine, theieby including the primary or first three grades of ele- 

mentary school The most general classification appears to be 

? B . C fi , Ve . be .°™’ ‘"dnding kindergarten, nursery school, and 

Pts - ™ 18 , 3tu , dy has adopted the latter definition in order to 

fahZt ?a 6 ? °J “ niveraali ‘y »t kindergarten attendance 

(about 76 percent of 6-year-oids in attendance in 1968-69), and 

the very limited nature of nursery schools and other programs 

for children under five years of age. 

mJvL a T Pta uZ° f th u S d6finiti0n in n0 way argU( * ^inat a 
thrmTtvf fi C ^. dr6n b ® ginning at age three and extending 
through the first two or three years of the elementary school. All 

2- 1 ' ep Vi °^? d ™ this stud y strongly supports the proposition 
that early childhood programs should be an integral part of the 
e ementary school. But the definition used in this study helps to 

npprfa ° n - h ° W be3t to organize Programs that meet the 

needs of children in their early years. 

The researchers for this study found formal schooling for 
fl Cbl ! dren , orgai y zed as nursery schools for ages three and four, 
and hmdergarten for five -year-olds. Very few programs for in- 
fants under age three were found; and these were limited largely 
^ r J™ ntal Programs in universities. Most leading scholars 

f U™, J educatlon outs?de the home should not be es- 
tablished for children under three ye^s of age until there is more 

knowledge about the needs of these children and their develop- 
Parent Education 

There is sufficient knowledge from research and experimenta- 
tion to justify parent education programs for children under 
ree years of age. Parents can follow prescribed programs of 
activity that will have a profound effect on the development of 
infants. The special assistance that parents need can be pro- 
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vided by the public school system. These programs include con- 
ferences, seminars, and other activities for parents to develop 
their skills and to plan specific activities with children in the 
home. Parents are “teachers” of their children. Their effective- 
ness can be improved immensely. Some investment in parents 
may yield greater educational dividends than comparable 
amounts spent directly on the respective children. 

Day Care Program 

The day care program has as its primary objective the care 
of young children whose mothers are away from home during 
the day for work, illness, and emergencies. Activities consist 
primarily of custodial care and supervision of meaningful play, 
recreation, lunch service, and rest. 

To be most effective this program should be carefully planned 
in conjunction with, or as an extension of, an instructional pro- 
gram. The child’s day should be organized to provide a combi- 
nation of an educational program for part of the time and home- 
like care for the remainder. The least effective program consists 
of unskilled supervision which may provide combinations of ac- 
tivities that produce deleterious effects on young children. 

There is some reason to believe that the time has come for 
public school systems to introduce day-care programs for at least 
the children of most needy families. In addition the public school 
system should be given responsibility to provide general supervi- 
sion and technical services to private day-care centers to ensure 
reasonable standards. 

Nursery School: 3-4 Years 

Children of three and four years of age need a formal educa- 
tional program with an appropriate environment that provides 
an opportunity for a natural and well-rounded development. Ac- 
cording to the findings of this study, the model program to be 
highly effective should be organized into instructional units of 
about 15 to 20 children with a staff consisting of a teacher and 
two aides, supplemented by participation of the mothers on a 
part-time basis. These instructional personnel must be augmented 
by a supportive staff consisting of administrators, psychologists, 
media specialists, and others. The school day should be about 
2 1/2 to 3 hours. The teacher should devote her time to only one 
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instructional group and to the parents of the children. She should 
not have two groups, or sessions, each day as is customary for 
many kindergarten teachers. 

The physical environment is extremely important for the staff 
to operate an effective program of varied activities. Indoor space 
of about 100 square feet per pupil is essential, with proper ar- 
rangement and furnishings for the learning activities. In addi- 
tion auxiliary space is needed for toilets and for storage of cloth- 
ing and supplies. Outdoor space with appropriate equipment for 
play is equally essential. These are the characteristics on which 
cost estimates of inputs are based in this study. 

Kindergarten 

The kindergarten is an extension of the nursery school pro- 
gram, primarily for five-year-old children. This program places 
emphasis on the total development of the child in areas such as 
speech, language, articulation, problem solving, self-image, and 
other cognitive qualities. In addition the program includes at- 
tention to social and physical development of children. 

The characteristics of a model, or effective, kindergarten are 
as follows: instructional units of 20 to 25 children; a staff con- 
sisting of a teacher, a teacher intern, an aide, and a part-time 
volunteer mother ; indoor space of about 100 square feet per pupil 
properly equipped, augmented by auxiliary storage and other 
space; and outdoor space with appropriate arrangement and 
equipment 

The length of the school day should be about 3 to 3 1/2 hours, 
with the teacher having only one group (session) and conducting 
a program for parents of the children. Most kindergartens are 
operated on double sessions with severely limited staff and facili- 
ties. The needed changes in the decade of the 1970’s are: a con- 
version to single sessions, increase in inputs of staff and facili- 
ties, and establishment of programs for the total 5-year-old pop- 
ulation. These changes provide the bases in this study for esti- 
mates of needed inputs. 

BASIC ELEMENTARY EDUCATION 

Since some school districts do not operate kindergartens and 
other programs below first grade, the elementary grades one 
through six are defined in this study as a base of reference for 
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analysis of costs. By definition basic education is the residual or 
great mass of educational activity for most pupils, after netting 
out the pupils with unique learning difficulties for whom special 
programs are provided. In elementary school the special pro- 
grams are defined in this study as (1) special education and (2) 
compensatory education. 

A new image of the elementary school may become widely es- 
tablished by 1980. Knowledge about the development of children 
suggests that elementary education will be reorganized so as to 
phase early childhood programs with grades one through five. 
The sixth, seventh, and eighth grades, or equivalent terms to de- 
scribe an intermediate developmental level, will probably become 
the predominant grouping for a middle school between the ele- 
mentary school and the high school. 

The emerging characteristics of basic elementary education 
may be classified as follows: 2 

1. The program will be planned with clearer objectives for 
child development. 

2. The scope of learning activities (curricula) will be 
broader than those in contemporary schools. 

3. Instruction will be organized with greater collaboration 
of staff members, a greater variety and flexibility in 
grouping. 

4. Pupils with special needs will have access to a greater 
number of staff members with varied talents for assist- 
ance. 

5. Traditional libraries will be expanded into complex re- 
source centers, including all types of learning materials. 

6. The physical environment will be designed to accommo- 
date changes in learning activities through such arrange- 
ments as more clustering of areas for collaboration of 
teachers, and special rooms for various groups and types 
of activities. 

7. Schools will have a greater variety of instructional equip- 
ment and supplies than at present. 

8. Schools will have a proportionately greater staff compo- 
nent for non-teaching services than at present, e.g. : teach- 
ing assistants, psychologists, counselors, health personnel, 
social workers, research and media specialists. 
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BASIC SECONDARY EDUCATION 

For purposes of cost analysis the grades seven through twelve 
are designated as the base for secondary education. 3 

Middle Schools 

Recently middle schools have been organized with grades six, 
seven, and eight. These grades encompass a desirable combina- 
tion for the physical, emotional, social, and intellectual develop- 
ment of most youth. The fundamental characteristics of staff, 
services, and physical resources are similar to the elementary 
level. Yet, fields of instruction show the beginnings of specializa- 
tion which become more distinct in high school. There is some- 
what more differentiation of staff because of slightly more spe- 
cialization in fields of knowledge. 

The most unique substantive change in the middle grades is 
the introduction of some learning activities which formerly were 
deferred to the high school. There are no sound psychological or 
pedagogical reasons to defer opportunities that begin the develop- 
ment of basic skills in a variety of fields such as practical arts, 
the fine arts, and science. 

Pupils are ready to learn the use of simple power tools, busi- 
ness office equipment, micro analysis in science, music, painting, 
ceramics, and others at a more sophisticated level of achievement 
than the typical junior high school has afforded in the past. Some 
of these basic skills are essential for introductory vocational 
study that twenty percent or more of the youth need by the time 
they reach the eighth grade. 

High Schools 

Basic secondary education in high schools is defined as the 
residual after netting out special programs and vocational edu- 
cation requiring proportionately high inputs per student. 

Like the preceding grade levels, high schools are undergoing 
changes. Their holding power is increasing due to various social 

and technological pressures for a minimum achievement high 

school graduation. They are being challenged to offer broader 
and richer opportunities, requiring both a reordering and an in- 
crease of inputs. 

The exemplars observed in this study may be the forerunners 
of the typical schools in 1980. Some of their unique characteris- 
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tics are: expanding breadth of program ; greater flexibility in the 
instructional process, with greater variety and sizes of groups ; 
greater incentive for individual achievement; more specializa- 
tion, division of labor, and collaborative work among staff mem- 
bers; and more extensive physical resources. In common with 
exemplary elementary and middle schools, the exemplary high 
school of today may be the typical school of 1980. 

SPECIAL EDUCATION 

Special education is a program that was established originally 
for the extremely deviate pupils with mental and physical handi- 
caps that required separation into groups for special instruction. 4 
The incidence of children with severe handicaps averages about 
three percent of the total school population. However, there is 
much variation in the incidence among communities because of 
the mobility of families. Many families choose their place of 
residence on the basis of the availability of programs to accom- 
modate a handicapped child. 

Children with severe handicaps occur most frequently in the 
six to twelve age range. This is due largely to better identifica- 
tion because of compulsory school attendance and the validity of 
diagnostic procedures for children of six or seven years as com- 
pared with younger ages. 

The lower incidence in the middle and high schools can be 
attributed mainly to inability of many handicapped pupils to 
progress beyond the curriculum of the elementary grades. A 
slight effect may be due to lower life expectancy than normal 
children. 

The children in this category have personal needs that require 
special instruction. Some of them have to be in separate groups, 
while some do better in regular classes for part of their work and 
in separate classes for the remainder. The school system, how- 
ever, needs teachers with special knowledge and skills and non- 
teaching specialists to accommodate these children. 

COMPENSATORY EDUCATION 

This category is used to define tutorial and remedial programs 
for young children and older youth with serious learning difficul- 
ties, emotional problems, and general social maladjustments. 11 The 
source of learning difficulties for these pupils may be impover- 
ished home environment, unwholesome neighborhood, hyperten- 
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sion, emotional illness, and lower than average mental ability 
(but not as low as children classified in special education pro- 
grams). 

Most programs for youth with these characteristics are in 
relatively early stages of development. There is much variation 
among districts in the nature of resources and organization of 
programs to work with these children. In some districts separate 
administrative departments have been organized to operate these 
programs, leading to some fragmenting of professional groups 
with overlapping, and sometimes competing, roles. In others, 
the specialized staff has been organized to deal with the total 
range of deviate needs. This latter pattern appears to be the 
more adequate one for future development of the total field of 
special programs. 

Current compensatory programs for young children warrant 
specific mention. About two-thirds of enrollments of children 
under five in early childhood programs are of short-term com- 
pensatory nature. This, however, reflects an experimental stage 
in the development of compensatory programs rather than the 
fundamental nature of early childhood programs. The exemplary 
nursery and kindergarten programs as described earlier are 
totally adaptive and accommodative for all children of these ages 
except the severely handicapped ones who may have to be sepa- 
rated into special groups along with older elementary school age 
children with like difficulties. 

For purposes of this study compensatory programs have been 
divided into two groups by ages of pupils : (1) grades six and 
below, and (2) seven through twelve. 0 These divisions provide 
comparisons of inputs and costs of programs that correspond to 
the respective grade levels of basic or regular programs. 

Unavoidably, there is a large overlap in the classification of 
pupils in special programs among school districts. Some pupils 
are classified in compensatory programs because of supplemen- 
tary federal funds. Other pupils with very similar learning dif- 
ficulties may be classified in special education programs because 
of definitions that conform to requirements of other sources of 
supplementary funds. The problems of classification and cost 
analysis are simplified by defining two groups of severe difficul- 
ties: (1) those commonly classified in special education with se- 
vere mental and physical handicaps (described in the preceding 
section) ; and (2) those with severe social and emotional prob- 
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lems requiring detention or institutionalizing for extended peri- 
ods of time. The latter group includes those emotionally ill, de- 
linquents, home and hospital bound, unmarried pregnant girls, 
and some dropouts. 

A special group of institutionalized students consists of dis- 
oriented dropouts. These are individuals who have become so 
disorganized that they cannot function in the regular school en- 
vironment. They exhibit a variety of characteristics: hypersen- 
sitivity, social isolation, loss of purpose, and extreme insecurity. 
These students should be served in so-called continuation schools 
which are organized for therapy and rehabilitation. Some pupils 
can be restored to the regular school, others need part-time jobs 
to help them regain self-confidence and develop skills for making 
a living. Costs are estimated to be about equivalent to the deten- 
tion schools for delinquents and emotionally disturbed pupils. 

The largest group of pupils classified in the compensatory 
category are those with a wide range of learning difficulties but 
of less severity than the two groups of very severe difficulties de- 
scribed above. The treatment which the school provides for this 
largest group includes instruction in regular groups, additional 
tutoring, small group instruction, extensive counseling services, 
and other special attention. 

This procedure of diagnosing pupils and developing instruc- 
tional and remedial services to meet individual needs avoids 
many problems encountered in using proxy methods such as iden- 
tifying pupils from family income and other characteristics. 

In addition to these special programs, at least part of the time 
of some special teachers and nonteaching specialists is needed 
for the majority of pupils who never become identified with any 
special program. These pupils, too, need the help of counselors, 
librarians, and even perhaps an infrequent conference with a 
psychologist The fundamental distinction between the special 
and the basic programs , 7 at least for measuring the cost of in- 
puts, lies not only in the formal organization for instruction but 
also in the amount of special staff time and resources per pupil, 

VOCATIONAL EDUCATION 

Vocational education has a long history as a special compon- 
ent of secondary education . 8 The federal government has played 
a dominant role in stimulating the establishment of programs 
and fostering new vocational education concepts since the Smith- 
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Hughes Act of 1917. That act provided funds to support voca- 
tional courses of instruction to develop skills exclusively for spe- 
cific occupations. 

By the mid 1930’s social and economic changes led to a broad- 
ening of the concept of vocational education, bringing the defini- 
tion closer to the general goal of all education for well-rounded 
development of the individual. 

The federal Vocational Education Acts of 1963 and 1968, and 
the stated goals in many state plans to implement these acts, ex- 
press objectives in such terms as the following : “development of 
the individual as well as meeting the needs of the labor market," 
“to develop within the individual the personal-social traits which 
will help him in relating well to other people, both on and off the 
job, and in making him a good citizen and one who can enjoy and 
appreciate the finer things in life,” “to assist in the development 
of skills in personal, social, and civic relationships needed for full 
participation in society as a worker, family member and citizen," 
and “a common purpose of occupational training and education 
in general must be a development of students’ ability to evaluate 
their own aptitudes, interests, and abilities in relation to the mul- 
titude of occupational opportunities in the modern economy, and 
to make appropriate educational and occupational decisions on 
the basis of this self-evaluation.” 

While these phrases emphasize the learning of salable skills, 
they also recognize the necessity for total development of the in- 
dividual. Furthermore, there is the recognition that vocational 
competence is a function of other personal attributes commonly 
referred to as general competence. 

Despite these declarations of purpose, enrollments in voca- 
tional programs in public schools have remained relatively low 
over the years. Studies of attitudes suggest that many pupils do 
not perceive the experiences in the vocational programs as con- 
tributing to fulfilling the general educational goals. The trends 
of enrollments, when coupled with other occupational data, pro- 
vide bases for estimating the needs for vocational education in 
the public schools. 

ADULT AND CONTINUING EDUCATION 

Continuing education for adults of all ages may rank close 
behind early childhood education in the need for development 
in the immediate years ahead.® 
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Enrollments of older adults in programs offered by public 
school systems vary widely. In a sample of 28 districts 10 in one 
of the special studies of this project, the adult enrollment in one 
district during the year equals 23 percent of the regular day 
school enrollment. The next highest is 11 percent. Most are 
below 5 percent. Several are one percent or fewer. About three- 
fourths of the adults are taking work equivalent to postsecondary 
education offered in most junior colleges. In some states, junior 
colleges have developed extensive adult programs in recent years 
which have attracted individuals away from the programs in the 
public schools. 

A heavy demand for programs in the public schools still per- 
sists according to the views of educational leaders. 11 The demand 
appears in two major forms : One is the private demand of young 
adults and persons on low income for programs to increase their 
income. High-income adults seek programs primarily for leisure 
and nonincome activities. The other demand is found in the pro- 
grams that are mandated for apprenticeship and licenses. 

Financial support of adult programs from tax revenue ranges 
from substantial to none. The typical middle to large size school 
district provides space for instruction, utilities, custodial service, 
and a staff member to serve as director or general supervisor. Ex- 
penses for teachers and instructional materials are provided from 
fees charged the students. Most programs consist of an ad hoc 
collection of short-term courses arranged as teachers can be 
found and as interest is manifested. A few programs consist of 
firm curricula that possess the qualities of depth and sequence 
that many adults desire. 

One particularly fruitful area for public school involvement 
is with a group of dropouts in need of continuing education on 
a part-time basis within a new institutional environment. The 
public schools are attracting very few of them back into evening 
programs. 



FOOD SERVICES 

In 1968-69 about 37 percent of pupils enrolled in the public 
schools participated in the National School Lunch Program. 12 
Some schools serve close to 100 percent of the pupils, while others 
serve none. Nearly 20 percent of the pupils were in schools with 
no food service. About 15 percent of all lunches were served to 



15 & 



MEASURING NEEDS AND COSTS 



145 



children from needy families. This figure is estimated to be 25 
percent in 1971. 

Cities with population of 250,000 or more serve the lowest 
percent of pupils because of crowded conditions, lack of facilities, 

r^ d , ,tl0n ° f " h ° me food service ” in neighborhood schools, 
in <J6 of 57 large cities reporting in this study there were 1,883 

schoo s attended by 1,083,263 pupils with no food service in the 
schools. 

Sources of Funds 

Estimates of expenditures by sources for food services in pub- 
lic and private schools in 1968-69 are as follows : 1S 



Federal Government 
State and Local Governments 
Other Local Contributions 
(Nontax Revenue) 
Children’s Payments 

Total 



$ 564 Million — 26.7% 
180 Million— 8.6 

320 Million— 15.1 
1,049 Million— 49 .6 

$2,113 Million— 100.0% 



’Hus total figure was about 5 percent of all expenditures for pub- 

a k “ p ” vate elementar y and secondary schools in 1968-69. 
About half of the federal government’s contribution was in the 
form of commodities and the remainder in cash. 

Organization of Program 

Many educators and laymen have argued that food service 
programs provide an excellent opportunity for instruction in nu- 
trition.. Findings in this study indicate that instruction in nu- 

nv!i° n ^ CCUrS m Vari0US areas of the curr iculum rather than 
under the management of food service. Most educators do not 
accept the view that these two functions can be unified ef- 
fectively. The school cafeteria provides an environment for 
learning the social norms of dining. Courses in science and 
homemaking provide the most appropriate environment for sys- 
tematic study of the knowledge of nutrition. 

The food^service program entails responsibility at the state 
level to expedite the federal and state contributions, and provide 
assistance to local school districts for the most educationally ef- 
fective and economical operation of food services. 
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Four patterns of food service management have developed in 
local school districts: 

1. Self-contained school cafeteria, 

2. Central processing — satellite serving units, 

3. Vending systems for complete meals, and 

4. Automated vending systems for “convenience” items. 

Most children are served by the first two methods. 

The trend in the future may be toward central processing sup- 
plemented with vending systems. These methods of administra- 
tion may best serve crowded schools in cities and also meet the 
rising cost of labor in the processing of food. Large school 
systems and regional cooperatives of small districts can organize 
personnel for food service on a competitive basis with private 
vendors. 

Projections of Food Service Needs to 1980 

At a maximum participation rate of 95 percent, some 50,250,- 
000 pupils will be served school lunches in public and private 
schools in 1980. Estimating the cost of lunches at 66.8 cents each 
the total cost would be approximately $6,040,000,000. It is es- 
timated that cost of breakfast for needy pupils would be approxi- 
mately $320,000,000 making a grand total of $6,360,000,000 in 
1968-69 dollars. How much of this amount will be financed from 
public funds and how much by parents paying for children’s 
lunches is unknown. This will be determined by Congress, 50 
state legislatures and some 17,000 boards of education. If the 
same proportion of this total is provided from taxation in 1980 
as in 1968-69, approximately $2,245,000,000 would be supplied by 
the federal, state and local governments. Since these estimates 
are based on 1968-69 dollars, the actual amount would be consid- 
erably greater, assuming that inflationary trends will continue. 

TRANSPORTATION 

Transportation serves two fundamental functions: (1) a 
commuting service from home to school and return and (2) an in- 
structional service to expand the learning environment beyond 
the classroom. 14 The commuting service meets a variety of 
needs: transporting pupils beyond reasonable walking distance 
to school and even within walking distance under conditions haz- 
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araous to children when walking; facilitating the operation of 
flexible programs such as kindergarten, special instructional cen- 
ters for handicapped pupils, regional programs of vocational edu- 
cation; and providing for the integration of ethnic and socio- 
economic groups. 

The scope of these functions is subject to change during the 
next decade, increasing the existing complexity of measuring 
inputs. In the past the problem of measurement centered pri- 
marily on the daily commuting to and from home for the purpose 
of computing the amount of state funds due the local district 
under the prevailing state policy. 

There are several determinants of transportation cost which 
have been either ignored or treated inadequately in the finance 
plans of some states. The degree of population sparsity is a 
major one. Basically the average distance per pupil transported 
is the most fundamental variable. Road conditions once made a 
difference, but not much today. The degree of school consolida- 
tion in sparse areas is still a variable of substantial effect on ag- 
gregate transportation cost, but somewhat less on cost per pupil. 

The incidence of pupils in special programs is another vari- 
able of importance. These programs call for some custom-type 
equipment and special scheduling. Children in nursery school 
and kindergarten have short sessions and must be taken home 
ahead of other pupils. Regional instructional centers for special 
programs serving the constituent population of more than one 
school require secondary scheduling and routing. These variables 
can have large impacts in sparse areas where distances are great 
as compared with more populous areas. 

In areas of great sparsity the transportation cost increases 
with consolidation of schools. However, part of the increase is 
offset in economies achieved through larger size schools. Overall 
expenditures for consolidated schools may not decline, however, 
because consolidation often is accompanied by an expansion of 
the educational program, thus obscuring the inherent economies 
of scale. 

In areas of greater density the relative number of children to 
be transported because of unreasonable walking distance may be 
small compared with the sparse areas. However, the costs for 
pupils in special programs may be relatively larger because of the 
higher incidence rates of pupils qualified for the programs. Fur- 
thermore, the minimum distance set for transporting regular 
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pupils is difficult to maintain. Thus, the aggregate cost is in- 
creased by a small percent of spillover at the margins of trans- 
portation boundaries. 

In all cities and urban areas traffic and other safety hazards 
justify the transportation of many children, especially young 
ones, who otherwise could walk to school. Many older students, 
especially those attending special instructional centers, may have 
access to public transportation, with some savings in cost. In 
heavily congested areas the time required per pupil mile of 
travel is greater than in sparse areas. Though fuel consumption 
may be less the time of the driver is greater. Another variable 
whose added impact is not yet known for lack of sufficient data 

is transportation to achieve balanced socioeconomic-ethnic 
groups. 

Transportation to extend the classroom learning environment 
could increase sharply if this service were extended to more 
teachers. 

Projected Needs of Transportation for 1980 

Little increase in the total number of pupils of school age 5-17 
is expected by 1980. There will be changes within local districts 
with variable impacts on transportation costs. If early childhood 
programs expand to meet the low demand estimates of this proj- 
ect, additional transportation will be needed. Expansion of these 
programs will have the greatest effect on transportation cost in 

small towns and rural areas where these programs are least de- 
veloped. 

., Ne y Policies on establishing social balance among schools can 
add substantially to the cost of transportation. If such policies 
result in educational improvement, the additional transportation 
cost could be classified as compensatory education expense. 

• T ge factor to affect transportation expense, as other costs, 
is inflation. Further school consolidation and suburban growth 

TL ®S Cted in the 1970>s ’ P erha Ps ^ a rate equal to the rate 
of the 1960 s. During that period the number of pupils trans- 
ported mcreased about 50 percent. In the 1970’s an annual infla- 
tion of 3 percent plus an overall increase in number of pupils 
transported from a low of 10 percent to a high of 25 percent 
would result m a total increase from a low of 50 percent to a high 

of 65 percent above the $900 million national expenditure in 1968- 
69. 
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CAPITAL OUTLAY 



Capital outlay is perhaps the most capriciously financed ele- 
ment of educational costs. 18 In 1968-69 only 26 states provided 
state-collected revenues to aid local school districts in the financ- 
ing of capital facilities. In the other 24 states the districts pro- 
vided the total cost of these facilities through issuance of local 
bonds, payment of rentals, and repayment of state loans from 
local tax revenue. 

The legal procedures in most states to provide revenues for 
capital outlay appear more like ingenious devices to constrain the 
use of public monies than measures to ensure the flow of funds 
where needed. In 1968 the public school districts spent a total 
of $4,461 million for capital outlay and $1,104 million for interest 
on bonded indebtedness. In that year the sum of these amounted 
to 19.1 percent of the current operating expenditures for public 
elementary and secondary schools. Only 11 percent of the capital 
expenditures were obtained from state funds. The correspond- 
ing percentages for 1969-70 and 1970-71 are 14.1 and 13.2, re- 
spectively. The percentages may decline further in the future 
unless methods of financing these facilities are changed. 

Beginning in 1949 the percentage of total educational expend- 
iture devoted to capital facilities rose from 22.6 percent to 29.3 
percent in 1953-54. Thereafter this proportion declined grad- 
ually to the figure of 13.2 percent in the year 1970-71. Why? 
The principal reasons were a heavy inventory of obsolete facili- 
ties around 1950, a reasonably expansive property tax base in the 
decade of the 1950’s, and a growth spurt in the school population. 
Some states used surplus funds accumulated during the war 
years, and others authorized a few dramatic bond issues. Only a 
very few set out to establish a system of funding that was de- 
signed to keep up with increases in enrollments, to eliminate the 
inventory of obsolete facilities, and to establish an adequate re- 
placement schedule of buildings and facilities within a reason- 
able time. 

This historical practice of placing most of the fiscal and ad- 
ministrative responsibility on the local school district to provide 
the capital facilities has become fiscally and educationally bank- 
rupt. What is the present state of affairs? 

There are no reliable data to provide a dependable measure of 
needs. Mere tabulations of buildings, classrooms, and other 
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space, classified as to date of construction, need of renovation, or 
other vague descriptors provide only rudimentary facts. The 
regular information systems do not provide the kinds of data for 
measurement purposes. Space, equipment, and materials are 
neither quantified for general comprehension nor for showing 
relations to the programs and to the pupils who are served. Thus, 
a dependable picture of the capital needs even in a single school 
district requires an intensive survey, a procedure of impossible 
scope for the nation as a whole. 

The samplings of districts throughout the nation in this fi- 
nance project have given some leads on the dimensions of needs 
for buildings and equipment. Some of the most valuable insights 
about these future needs come from analyzing the characteristics 
of selected groups of highly innovative schools; elementary, mid- 
dle, and high school. The sample consists of thirty schools which 
clearly are exemplars of 1980. The most striking feature about 
them is the interdependence of the capital facilities and the pro- 
grams or processes of learning and instruction. Without excep- 
tion these schools have adequate facilities for their programs. 
Space is planned to suit the educational activities. Shops and 
laboratories are not cramped, they have equipment to accomplish 
challenging purposes. Gymnasiums are designed for physical 
education as well as sports. Resource centers bear little resem- 
blance to the libraries of the earlier school. Any worthwhile in- 
terest in society, bom of the arts and sciences and humanities, 
finds a place in these schools. 

These schools will not be obsolete in five years, or ten years, 
or even thirty years. They can be adapted to accommodate 
changes in purposes and programs. The buildings are arranged 
in campus style with flexibility in usage that a single, compact 
three-story structure does not possess. Many schools constructed 
in recent years have much built-in obsolescence that will clamor 
for renovation before the end of this decade. 

No survey exists to indicate the distribution of capital facili- 
ties including buildings, sites, and equipment. Despite the lack 
of this type of information, a number of observers have made es- 
timates based on trend lines extended from the past decade with 
adjustments for the anticipated leveling off of pupil enrollments. 

These methods leave much to be desired as realistic projec- 
tions. For example, a low demand for development of early 
childhood programs will call for housing 2,866,000 of 3- and 
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4-year-old children, 950,000 of 5-year-old children not now in 
kindergarten, and 1,867,000 additional 5-year-old children in 
kindergarten if increases in population occur as projected by the 
Bureau of the Census. These developments alone would call for 
255,000 additional classrooms by 1980. 10 

Many obsolete buildings are in need of replacement. In addi- 
tion, at least 12,000 school districts are in serious need of re- 
organization, a result which would then facilitate effective plan- 
ning and consideration of many obsolete schools. Many other 
schools with a high degree of obsolescence will require extensive 
renovation. Some schools that appear deceptively good, especial- 
ly to those who have become attached to them, in truth mask 
the high cost of inefficiencies in instruction and learning result- 
ing from poor facilities. 

Investment in adequate capital facilities appears to offer great 
returns for expenditures. There is evidence in the exemplary 
schools observed in this study that the investment in capital fa- 
cilities designed and planned to serve innovative programs in- 
creased the performance of teachers and pupils immeasurably. 

Projections of Capital Needs 

Conservative estimates indicate that the annual rate of invest- 
ment in recent peak years of 70 to 80 thousand classroom units 
should increase markedly to accommodate new programs, expan- 
sions in present programs and services, and to replace seriously 
obsolescent facilities by 1980. The estimates range from a low 
of 60 percent to 100 percent increase in recent annual invest- 
ments at 1968-69 prices. The higher rate is more probable in 
view of capital costs in the exemplary schools observed in this 
study. These schools with reasonably adequate buildings, equip- 
ment, and site development averaged about $4,000 per pupil ;at 
1968-69 prices, or $80,000 per classroom unit. 17 The average for 
the national expenditures in those same years was close to $60,- 
000 per classroom unit or $3,000 per pupil. 18 These differences 
show up in the exemplary schools in a number of ways: larger 
classrooms, more special rooms for greater variety of instruc- 
tional activities, better designed laboratories and shops, and 
others. 

Methods of Measuring Capital Needs 

In the past the following methods have been used in measur- 
ing the costs of capital facilities: (1) costs of approved construe- 
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tion projects, including land and site development, buildings and 
equipment, (2) a fixed cost per pupil or classroom unit, (3) a 
fixed cost per pupil or classroom with weightings for variable 
land prices, costs of construction, and size of the school popula- 
tion, and (4) depreciation schedules based on the useful life of 
the facilities. 

Each of these methods must be applied under conditions of 
defined educational objectives and the programs to be operated. 
Also, they must be subject to adjustments for changes in price 
indexes from year to year. Since these measures are expressed 
in aggregates or in aggregate unit amounts they must be derived 
from components of some type. Usually these components con- 
sist of classifications such as grounds; buildings divided into 
types of space such as classrooms, service areas, large mass areas 
such as auditoriums and gymnasiums; plant equipment such as 
heating and air conditioning facilities; and instructional equip- 
ment such as furniture, scientific apparatus, shop tools, and li- 
brary resources. 

In recent years, some studies using the method of program 
cost analysis for operating expenses indicate that a similar ap- 
proach may be feasible for capital facilities. Standards of ade- 
quacy for capital facilities of the various programs would be used 
to estimate the needs for target groups of pupils. Thus, the mod- 
ule of need would be the pupil-learning unit or the classroom unit. 
For example the standard of space for adequate instructional- 
learning activity in nursery schools is estimated in this project 
at about 100 square feet per child. In grades 1-6 the average is 
80 square feet. In high school, laboratories for vocational courses 
require an average of about 150 square feet per pupil, compared 
with 125 square feet in the basic or regular classes. 

In addition there are central service areas for administration, 
counseling, health, resource learning centers, and food that are 
functionally related to the aggregate of classroom space and fa- 
cilities. Also, there are facilities such as gymnasiums, auditori- 
ums, and outdoor playgrounds that are related to the program 
structure and the number of pupils in the school. 

Measures of needs for capital facilities must be designed to 
obtain an aggregate of the various components of each school, 
starting with the instructional programs for designated pupil 
needs as the basic modules. 
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COMMUNITY JUNIOR COLLEGE 

The community junior college has come through a transi- 
tional period of nearly 50 years, changing from the early con- 
ception as an extension of the high school to an integral part of 
higher education. 10 There have been extended debates over these 
two concepts. In some states the development of the junior 
colleges has been delayed because opposing views have not been 
reconciled. 

In some states the public junior colleges still operate under 
the jurisdiction of the public school system. In other states these 
institutions are now organized as a special system within the 
broad system of higher education. 

In some states as junior colleges have been removed from the 
jurisdiction of public school systems to systems of their own 
within the framework of higher education they have retained 
some of the earlier purposes as well as methods of financial sup- 
port. Their purpose is to serve three major functions: (1) pro- 
grams for youth who plan to continue higher education and 
transfer to degree programs in senior institutions, (2) programs 
in specialized occupational work requiring less than four years of 
postsecondary training, and (3) continuing education for adults. 

Target Population of the Junior College 

The target population is not fixed, it is dynamic and changing. 
Its composition changes as the institution develops in response 
to perceived demands. A description of this population in a few 
exemplary institutions that have comprehensive programs, an 
image of prestige, and acknowledged standards of excellence may 
indicate the trend of general development in the 1970’s. 

First, as the name implies, the institution is a community col- 
lege, serving primarily clientele of the local area. The population 
is primarily a commuting group. Most students live at home 
and commute to campus daily. Many of them hold part-time 
jobs as a condition of earning part of their costs. Some prefer 
this style of life instead of residing on campus. Second, adults 
may pursue part-time study and continue in full-time employ- 
ment. Unemployed adults, like others, can pursue training with- 
out relocating their families. Third, the institution may serve 
students in residence who live beyond reasonable commuting dis- 



154 



ALTERNATIVE FINANCE PROGRAMS 



tance or who are attracted because of the educational opportu- 
nity. 

The age distribution is another important characteristic of 
the target population. The pattern varies according to the extent 
to which the institution anticipates the needs of prospective stu- 
dents and provides programs for them. Among the well-estab- 
lished comprehensive colleges the following distributions are 
common : (1) under 22 years — 60 percent, (2) 23 to 29 years — 25 
percent, and (3) over 30 years — 15 percent. 

Data are not available on distributions of student age by pro- 
grams. General observations indicate that increasing propor- 
tions of students under age 22 are pursuing college parallel pro- 
grams to transfer to senior institutions. Substantial numbers 
are pursuing terminal associate degree programs of two to three 
years. Most of those over age 23 are pursuing the latter pro- 
grams. 

Financial Support of the Junior College 

There is little commonality among the states in the patterns 
of support for either operating expenses or capital costs of junior 
colleges. State contributions for operating expenses vary from 
about 4 percent to 100 percent. Half of the states provide less 
than 50 percent of these expenses from state taxes. Student fees 
constitute from 20 to 30 percent of the operating expenses. 

The support of capital facilities is divided between local taxes 
and state taxes, supplemented by some federal funds in recent 
years. Data are too recent to indicate any trends. Considering 
the burdens on local tax bases for the public schools and other 
local government, some states are moving toward major support 
of operating expense and total support of capital facilities from 
state sources. Most students of educational finance believe that 
complete support from state and federal sources is inevitable. The 
principal hindrances to this development appear to be general re- 
luctance to make the concomitant changes in governance and tax- 
ation. 

Program Cost Differentials in Junior Colleges 

State leaders in higher education are interested in cost differ- 
entials among programs for the implications on fiscal policies. 
Manpower needs require that the state should have policies to 
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offer programs to meet the needs in all occupational fields. Some 
occupations have relatively few workers as compared with others, 
and the requisite training programs are expensive. Bio-engineer- 
ing technology and dental technology are examples which cost 
twice as much per student as some programs such as business 
accounting and general college transfer programs. 

Every junior college must make a selection of programs 
among a wide range of potential offerings. These decisions may 
be affected by the costs of the programs. Moreover, the alloca- 
tions to other programs within an institution may be affected if 
the variations are not accommodated reasonably well by the 
prime funding source. 

As uniform program accounting practices develop it will be 
possible to establish cost norms on the course components of pro- 
grams. Since courses are the instructional-learning modules of 
programs, their combinations provide the most accurate method 
of determining comparative costs applicable to registrations of 
students in the respective programs. An example of program 
cost ratios based on the combinations of component courses in 
one large comprehensive junior college is as follows: Liberal 
Arts, 1.00; Secretarial Science, 1.14; Business Administration, 
1.01; Data Processing, 1.21; Chemical Technology, 1.86; Electri- 
cal Technobgy, 1.54; Commercial Art, 1.44; Medical Assistant, 

Loo. 

Projections of Junior Colleges to 1980 

These projections are based on a careful study of fifteen com- 
prehensive community junior colleges in seven states. 20 The 
groups of students to be served are the following : 

1. High school graduates preparing for transfer to four-year 
institutions. 

2. Youth preparing for specified occupations requiring two 
years of training beyond high school. 

3. Youth who are undecided on their careers. 

4. Youth preparing for job-related skills. 

6. Talented youth who graduated from high school early. 

6. Adults who desire further education for personal, social 
and other reasons. 

7. Adults requiring vocational upgrading. 
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8. Adults requiring change in occupation. 

9. Adult3 wanting “refresher” courses. 

From a third to a half of the students in junior colleges by 
1980 may be over 22 years of age. In the fall of 1970 about 
2,500,000 students were enrolled in these institutions. If the 
proportion of the total population enrolled in the fifteen exem- 
plary institutions covered in this study is a guide, the junior col- 
lege enrollments in the nation will double by 1980. Growth of 
this magnitude will depend on development of these institutions 
in more than half of the states. 

THE MEASURE OF PROGRAM COST DIFFERENTIALS 

In this chapter the measurement of program cost differentials 
is limited to current operating expenses of the public elementary 
and secondary schools. Community junior colleges are not in- 
cluded because they are separate operational entities which have 
more in common with other higher educational institutions than 
with the secondary schools. The procedures described below show 
how certain unit cost differentials for important program areas 
of the elementary and secondary schools may be computed. 

The procedures of measurement are based upon definitions of 
programs to serve pupils with differential needs. The aggregate 
measure of costs for current operating expenses of day schools is 
illustrated for three districts in Tables 6-1, 6-2, and 6-3. The 
participating districts chosen for illustrative purposes are a cen- 
tral city, an independent (nonmetropolitan) district and a sub- 
urban district. The central city is typical of others with high 
concentrations of migrants, impoverished families, and multi- 
ethnic groups with bilingual difficulties. The independent dis- 
trict has three ethnic groups, about 60 percent Indian-American, 
20 percent Anglo-American, and 20 percent Spanish- American. 
The suburban district has a high social homogeneity of middle to 
upper income families. 

These measures of costs are based primarily on norms of op- 
erating expenditures in the sample of districts studied by McLure 
and Pence. 21 These norms will, of course, vary for different sam- 
ples of districts. However, regardless of variations in numerical 
ratios, high cost pupils in one sample will also be found to be rela- 
tively high cost pupils in other samples. 
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Average enrollment equals 0.45 FTE in vocational courses and 0.55 FTE in basic courses. 
'This would be 1.81 for equivalent full time enrollment in vocational education. 
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Column 4 of each table shows the index of average expendi- 
~T Pl1 “ ea ? h Program in the districts included in this 
. T J e JS 1 .* value } M 18 assigned to basic education in 
grades 1-6. This amount in the sample of districts was $760 per 

pup. . All pupils except those in vocational education are counted 
tull time in the respective program. 

In the vocational program, the pupils in the sample districts 
spend an average of 0.45 of their total course credit load in voca- 
iona courses and 0.55 in the basic courses. In effect the typical 
vocational curriculum in these schools is composed of 46 percent 
vocational work and 55 percent basic or general education. In 
companng the average cost of pupils in the vocational program 
“ se in basic secondary program the index is computed 
as follows: .45X1.81 +.66x1.28-1.62. This index relates to 
the unit value of 1.00 for basic elementary grades 1-6. To com- 
pare average expenditure on vocational pupils with basic second- 

™ 3 1,52 by L28 ’ The ^ otient l-W is the compara- 

a i « be a J era g e expenditure per pupil in basic programs 

^ grad6S ? - 12 ’ $960;and “al 

grades 7-12, $1,140. Thus the norm of excess cost per pupil en- 
rolled in vocational programs above the basic secondary program 
in the sample districts is $180 per pupil. 

Other indexes may be translated into excess costs in a similar 
anner. or example, the index of 1.40 for nursery school may 

n Ltn PreSSed a !-f" GXtra ° r excess cost per pupil as - 40 times the 
average expenditure per regular elementary pupil in grades 1-6. 

The amount is .40 times $760, or $300. 

The detailed procedure for developing these cost indexes is 

Edurat* n 9 h 1 i,dhood and Basic Elementary and Secondary 
Education, Special Study Number 1 of this project.” This 

sta^ edUre ^ USGd aS a ffUide in devel °P in g no r m s in any 

The analysis of the three districts illustrated here is based on 
the categorization of the pupil population into broad educational 
progmm components. Two examples, the central city and the 
mdependent (isolated) district have relatively larger numbers of 
pupils with learning difficulties than the suburban district- 
state ° n iaffn ° Stic standards that could be applied throughout a 

di thl 7 nalyslS revea,s differences among districts in the 

distribution of pupus among programs that are designed to meet 
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the needs of all individuals. The aggregate index of need rela- 
tive to the total pupil enrollment, expressed in cost units, is 1.27 
for the central city, 1.27 for the independent district, and 1.16 
for the suburban district. 

These indexes represent the relationship of existing programs 
one to another and not the true measure of need. The estimates 
of total need are shown for each district in columns 3 and 6, 
where specific assumptions are made as to reasonable goals for 
operation by 1980. For example, in early childhood education, it 
is assumed that school districts will have: (1) parent programs 
wrth enrollments of parents of young children not in school equal 
to 1.5 times the pupil enrollment in nursery school, (2) nursery 

SC j°/ O f n 1 r . 0llment equal to one -half the kindergarten enrollment, 
and (3) kindergarten enrollment equal to all 5-year-old children. 

I he estimates of need for the other programs are based on the 
judgments of educational officials and diagnostic data in the sam- 
ple of districts in this project. 

The aggregate index of total estimated need in pupil units is 
greater m each case than the actual one in operation. The re- 
spective increases are: the central city from 1.27 to 1.38; the in- 
dependent from 1.27 to 1.44; and the suburban from 1.16 to 1.25. 
These increases in the aggregate indexes give a measure of the 
gap between present programs and full accommodation of all 
pupils in the respective categories. 

Detailed procedures for applying cost differentials to alterna- 
tive state support models are set forth in Chapter 10 of this vol- 
ume. 



PROJECTIONS OF NEEDS TO 1980 

Educational activities have been classified in this study into 
broad program categories and other components for purposes of 
estimating current needs and also projected to 1980. The pro- 
jections to 1980 are in reality the current needs with additional 
estimates to accommodate changes in the school population. 

The projections are based on judgments of a wide sampling 
of educational leaders and other citizens, and the findings of re- 
search and experimentation in recent decades, concerning ex- 
panding educational objectives and needs of individuals in Amer- 
ica. They should provide useful information for broad state and 
national policies and allocative decisions on education. 
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TABLE 6-4 

Projections of Needs for Increased Current Operating Expenses of 
Public Elementary and Secondary Schools From 1968-69 To 1979-80 



Estimated Increase in 
Percent of National 
Current Expenditure 



Program of $29 Billion 



1. Parent Education (For 3 million children: 
between 1/4 and 1/3 of all parents with children 

under 3 years of age) 93 % 

2. Day Care Programs (4.49% of population 

under 6 years of age in 1980) 2.32 

3. Nursery School: Children 3 and 4 years of age. 

— High Demand — 18.20% 

— Medium Demand — 14.06 

— Low Demand 8.38 



4. Kindergarten 

— To change present programs from double 
session to single session day — 3.80% 

— To enroll 950,000 5-year-olds not in 
kindergarten in 1968-69 — 2.94% 

— enroll all 5-year old population increase from 



1968-69 to 1979-80—5.79% 12.53 

5. Special programs for mentally and 
physically handicapped (Based on 100% 

increase in enrollments by 1980) 2.30 

6. Special programs for pupils with severe social and 
emotional maladjustment (Based on serving 

twice as many pupils in 1980 as served in 1969) 2.00 

7. Special remedial and compensatory instruction 
for pupils with abnormal learning difficulties 
(Estimated needs as percent increase over number 
served in 1969; Cities 300%; Suburbs 15% ; 

Independents 85%) 4.91 

8. Vocational programs (Based on estimated enrollments 

of three times the number of pupils in 1969) 6.00 

9. Correction of imbalance for states below the national 

average expenditure per pupil in 1968-69 (8% using 
USOE data and 9% using NEA revised data) 9.00 

10. Improvements in basic programs 10.00 

11. Inservice programs for staff members to counteract 
professional obsolescence (Equivalent to 1/2 year 

leave with pay for each 6 years of service) 4.00 

TOTAL 62.37% 



Source: McLure, William P. and Pence, Audra May. Early Childhood and 

Basic Elementary and Secondary Education ; Needs, Programs, 
Demands , Costs. Special Study No. 1 of the National Educa- 
tional Finance Project. Urbana, Illinois: Bureau of Educa- 

tional Research, College of Education, University of Illinois, 1970. 
Pp. 118-20. 

Note: These estimates are based on 1968-69 prices and operating ex- 

penditures in that year. They do not include estimates for in- 
flation or deflation. 
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TABLE 6-5 

Projected Current Operating Expenditures ok Public 
Elementary and Secondary Schools by 1979-80* 



Base Levels of Early Childhood Programs 



Year Minimum Demand High Demand 



1068- 1969 2 r /c V/o 1969 2 % U %. 

1969 Prices I n flation I nflation Prices Inflation Inflation 



1. Amount 



$29 $47 $57 $69 $60 $60 $73 



in Billions 



2. Cumulative 
Percent 
Increase 
Above 1968-69 



62% 98% 138% 72% 107% 152% 



‘Inflation is compounded annually. 

A summary 23 of projections by programs and other compo- 
nents of need is shown in Table 6-4. These estimates include ad- 
justments for projected school age population. The total mini- 
mum estimate of current operating expenditures would increase 
62 percent above the $29 billion 24 in 1968-69 to $49 billion at 1969 
prices in 1979-80. The top increase would be 72 percent assum- 
ing a high demand for nursery education (3- and 4-year-old chil- 
dren). The estimated high demand would accommodate 6 mil- 
lion pupils of these ages rather than 2.8 million assumed for the 
minimum. This low demand would represent an increase from 
8 percent of the 3-year-olds and 23 percent of the 4-year-olds en- 
rolled in nursery school in 1968-69 to 27 percent and 41 percent 
respectively in 1969-70. The high demand would increase the 
3-year-old enrollments to 52 percent of that age group and 77 per- 
cent of the 4-year-old children. 

These estimates represent an absolute increase in the current 
operating expenses in 1968-69. Inflation will further increase 
the estimates. Table 6-5 shows how these estimates would be in- 
creased at two rates of inflation cumulative annually, one at 2 
percent and another at 4 percent. 

The data presented in Table 6-5 do not include estimates of 
costs for capital outlay or increases in the cost of transportation, 
adult education and the school food service program. If these 
items are included and if inflation continues at a rate of from 3 
to 4 percent, it is possible that total school expenditures will be 
$70 to $75 billion by 1980 even with an average demand for 
educational services. 




170 



ALTERNATIVE FINANCE PROGRAMS 



SUMMARY 

Adequate financing of education requires a structure of pro- 
grams and other component parts that are functional in relation 
to the instructional and learning activities in the system. 

This chapter presents a method of measuring differential cost 
of designated instructional programs in early childhood, elemen- 
tary, and secondary school levels. The structure of program cat- 
egories is compatible with sound principles of organizing instruc- 
tional and learning activities. This method of program cost anal- 
ysis has the following advantages: (1) provides a useful struc- 
ture for officials in the local school district to evaluate programs, 
alternative options, and needs, (2) provides a basis for improv- 
ing the equity in the distribution of state and federal funds to 
local school districts, and (3) provides an improvement in present 
procedures for interpreting the achievements and needs of the 
public schools to the citizens at large. 

In addition to the operating costs of designated programs, 
there are supplementary related costs that must be treated ade- 
quately as special entities in a state finance plan. These include 
capital outlay, food service, transportation, correction for size of 
operational scale in extremely sparse areas, cost of living varia- 
tion, and adult and continuing education. 

The measurement of costs in this study is based on two con- 
siderations: (1) to improve the rationality in such a complex en- 
terprise as public education, and (2) to provide methods for 
achieving the goal of equal educational opportunity for every 
child in America. 
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CHAPTER 7 



Equalization Tendencies of Current 
School Finance Programs 



Before educational financing can be improved, one must first 
know the current status of educational finance and from this de- 
termine the strengths and weaknesses of the present system. 
Since public schools in the United States operate under 50 dif- 
ferent governments, with a federal overlay, an assessment of 
current practice is no small task. The magnitude of the task be- 
comes even more complex when, with preliminary examination, 
one discovers that within the fifty states there are over 400 dif- 
ferent programs through which state school moneys are distrib- 
uted and the federal government imposes an additional large 
number of categorical aid programs. 

In order to assess all of these widely varying programs, the 
National Educational Finance Project designed studies which 
sought to establish at least three overall characteristics of state 
and federal programs: (1) the equalization intent of the subven- 
tions, (2) the method or formulas by which the funds were dis- 
tributed, and (3) the equalization impact of the funds at both 
the state and local levels. Every finance program has both a pur- 
pose and a method for distribution. However, the avowed pur- 
pose of a finance program may not always be carried forth by 
the formula chosen to distribute the funds. State equalization or 
foundation programs, in particular, have sometimes been as- 
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sumed to fiscally equalize among school districts when, in fact, 
little equalization of resources has taken place through the use of 
the formulas. 

Underlying the entire status assessment of the National Edu- 
cational Finance Project is the idea that resources must be ra- 
tionally allocated both among the states and among local school 
districts within each state in order to provide equal opportunity 
for children to learn. This is to say that the dollars available for 
education should be related to the educational need of children 
and not to some accident of economic, social or geographical con- 
dition. With respect to school finance, a rational expectation is 
for funds to be distributed according to variations in educational 
needs and inversely proportional to the fiscal or economic ability 
of the local school district or state taxing area. Therefore, the 
primary questions with which the National Educational Finance 
Project was concerned emanated from the fundamental assump- 
tion that equality of resources is a necessary and reasonable 
starting point to accomplish equal educational opportunity. No 
other attempt was made to ascertain the relative benefits derived 
from the dollars expended in terms of establishment of an out- 
put-parity among school children. 

With this in mind several basic questions immediately arise 
regarding the status of school finance. It was recognized that an 
assessment of educational finance practices was necessary in 
order to provide a basis for improving the present system. Equal- 
ity of fiscal resources was the basic criterion within which sev- 
eral status studies were designed. 

The questions examined are as follows: (1) Are state funds 
currently distributed with an equalization purpose? (2) What 
profiles of support are formed in school districts of the various 
states when local, state and federal sources of revenue are com- 
bined? (3) Do state school finance programs systematically 
favor or penalize either central cities, suburbs, independent cities 
or rural areas? (4) What impact do local nonproperty taxes 
have on the equalization of resources among school districts? 
(5) What is the relationship between revenue allocations and 
educational need of school districts when need is measured in 
terms of pupil achievement? (6) Does Title I, ESEA have a fis- 
cally equalizing effect within states? and (7) Do the major fed- 
eral programs for education have a fiscal equalizing effect among 
the fifty states? ; . 
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ii^ach of these questions was researched and published in Vol- 
ume 4 of the National Educational Finance Project. The follow- 
ing is a synopsis of the findings. 

EQUALIZATION INTENT OF STATE SCHOOL FUNDS 

If the intent or purpose of school funds is any yardstick, one 
could say that legislators are becoming more egalitarian in their 
views. This conclusion is based on a clear tendency of legisla- 
tures to increasingly appropriate money for education with at 
least patent motives of equalization. In terms of the stated legis- 
lative intent of state school finance programs, a higher percent- 
age of funds is distributed today using some measure of fiscal 
equalization than was so distributed twenty years ago. Legisla- 
tures hold the equalization concept in greater esteem than in 
previous years and reflect such tendencies by including factors in 
school aid formulas which compensate for the lack of fiscal ability 
of school districts. 

In 1949-50 the U. S. Office of Education reported that 44.9 
percent of all state funds for education were allocated on an 
equalizing basis. In 1968-69 it is estimated that 77.5 percent of 

all state funds were distributed with some intent of fiscal equal- 
ization. 

Other analysis indicates that state formulas tend more and 
more to recognize variations in educational needs. While many 
of the funds examined display rather vague legislative identifica- 
tion of educational needs and cost differentials, the preponder- 
ance of evidence indicates that the use of educational need vari- 
ables is increasing. For example, in 1962-63 variable equalizing 
funds amounted to 61.7 percent of all state funds while in 1968- 
69 the use of educational need variables had increased to the ex- 
tent that 66.8 percent of all funds had components recognizing 
educational need variables. 1 

These statistics suggest that most of the funds distributed at 
the state level are predicated on some legislatively perceived need, 
either fiscal or educational, presumably designed to create greater 
educational equality. This is not to say, however, that these mod- 
ifications substantially promote equality among children. On 
the contrary , these percentages may be deceiving to the extent 
that state funds alone are only part of the educational finance 
picture. In a total system of state school finance, the local funds 
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play a very large part. The disposition of taxing power to local 
school districts is critical to any conclusion regarding equal edu- 
cational resource allocation. 

J 

EQUALIZATION IMPACT OF ALL REVENUES 

One of the simplest and most straightforward ways to ana- 
lyze the impact of school funding procedures is to determine how 
much money each school district, in fact, receives from local, 
state and federal sources. 

The very nature of the educational system of the United 
States which encompasses three levels of government lends itself 
to inequities. The creation of thousands of local school districts 
originally established a system of education with inherent wide 
disparities in financial ability. Enclaves of educational wealth 
and poverty continue to exist, particularly in states with very 
large numbers of small school districts. It has been pointed out 
that variations in assessed valuation of property exist in some 
states exceeding 10,000 to 1. Other states have variations in as- 
sessed valuation on the order of 600 to 1 and even states organ- 
ized into county districts, such as Florida, have wealth varia- 
tions ranging from 5 to 1 to 10 to 1. Of course, Hawaii has a 
state system, therefore, it avoids the problems of school support 
associated with small taxing units. 

With these great differentials in wealth, it is not surprising 
that so much of the discussion of educational finance is concerned 
with ways and means to promote equal resource allocation. Thus, 
a fundamental question is : First, does a relationship seem to exist 
between financial ability measured in terms of property values 
and resources available for education and; second, what re- 
sources, local, state or federal, contribute to the resultant pat- 
terns? 

In examining these questions, Briley selected seventeen school 
districts of at least 1500 pupils in average daily attendance, 
ranging from the poorest to the wealthiest with selected percen- 
tile intervals. Among the seventeen districts, the two largest dis- 
tricts in each state were included. The seventeen districts were 
profiled using equalized valuation or assessed valuation per pupil 
as the vertical axis and revenues per pupil as the horizontal axis. 2 

Thus constructed, the profile showed that if all school districts 
in a state would make the same effort in proportion to their abil- 
ity, the wealthiest districts would naturally raise a greater 
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amount of money per pupil from local property taxes than the 
districts of least wealth. That is, assuming that property is as- 
sessed in all districts at the same percent of true value and as- 
suming that all districts levy the same local tax rate, the amount 
of local tax revenue per pupil would be perfectly correlated with 
the amount of wealth per pupil. This fact is demonstrated in 
Figure 7-1, which illustrates the profile of a hypothetical state, 
not a real state. An examination of the actual profiles of 49 
states shows that the amount of revenue per pupil from local 
taxes is not perfectly correlated with wealth per pupil. How- 
ever, the profiles show that the effort in proportion to ability is 
much more nearly uniform in some states than in other states. 
For example, Figure 7-2 shows that in the State of Arkansas, the 
districts of least wealth were generally raising considerably less 
money from local taxes per pupil than the districts of greatest 
wealth. This is to be expected if the districts of a state are mak- 
ing somewhat near equal effort in proportion to their ability. 

However, the generally expected pattern of lower ability 
school districts raising less money does not always prevail. In 
many instances, poorer school districts raised greater amounts 

O. by simpIy putting forth greater effort. The profile of 
the State of Vermont, for example, shown in Figure 7-3 shows 
the effect of this phenomenon. In Vermont the percentage of 
state aid is relatively low and the impact of local financing is sub- 
“• With this type of arrangement, the educational fate 
of children is left largely to local prerogative. In the particular 
instance of the Shelburne school district, the local taxpayers are 
putting forth substantial effort, greater in fact than districts 
w!th more ability, providing the Shelburne children with about 
$1,100 revenues each. On the other hand, Milton school district 
makes much less effort and relegates its children to an education- 
al program of less than $500 per pupil. 

Such profiles are subject to varying interpretations especially 
when one state is compared to another, but when local, state and 
federal revenues are compared to the financial ability of the 
school districts, certain conclusions are obvious. By comparing 
local revenues per pupil to financial ability (assessed valuation 
of property per pupil) most states showed significant positive 
correlations. This means that the wealthier the district the 
greater its revenues. This is not surprising since a school dis- 
trict with one-tenth the ability of a wealthier district must put 
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FIGURE 7-1 An Example of a Bar Graph for Representing Revenues Available to 
Selected School Districts 
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FIGURE 7-2 Revenues Available to Selected School Districts (Having 1500 and 
Above in ADA and Ranging from the Most to the Least Wealthy) 
in Arkansas for 1968 * 1969 
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Revenue per Child in Average Daily Membership, in Dollars 

I I Required Local Revenue 
I I for the Basic State Program 



State Revenue for the Basic 
State Program 

State Special Purpose 
Categorical Revenue 



Local Revenue not Required 
for the Basic State Program 

Federal Revenue 



The two largest school districts in terms of average daily member* 
ship. 



FIGURE? *3 Revenues Available to Selected School Districts (Having 1500 and 
Above in ADM and Ranging from the Most to the Least Wealthy) 
in Vermont for 1968 * 1969 
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forth ten times the effort to raise equivalent dollars. The posi- 
tive relationship between local revenues and fiscal ability was 

significant at at least the .05 level in 42 of the 49 states. (See 
Table 7-1). 

An examination of state revenues separately reveals that 
basic state revenues, the major portion of all state funds, are usu- 
ally inversely proportional to the wealth of the school districts. 
The inverse correlation was significant at at least the .06 level in 
equalize^ 8 8 ^ a * eS> indicating that these state funds generally 

With regard to federal funds, most states showed correlations 
tending to equalize but only 13 states showed federal funds sig- 
nificantly equalizing at the .05 level. 

Acknowledging that selection of districts of over 1600 aver- 

&ee T y attendance may tend to wipe out much disparity in it- 
self, the fact, nevertheless, remains that the total system of 
school finance in the states overcomes to a considerable extent 
the vast wealth differentials among school districts. When local, 
state and federal revenues are combined we see that in few in- 
stances are there school district revenue disparities amounting 
to as much as 3 to 1 while the fiscal ability differential is much 
greater. This is not to say, however, that more equalization of 
resources is not needed, for even a 2 to 1 revenue differential can 
mean that the tri-level governmental system of education con- 
emns a child to one-half the educational services of a child in a 
more affluent area of the state or county. 

ALLOCATIONS TO CERTAIN TYPES OF DISTRICTS 

One of the most widely publicized issues of recent years has 
been the struggle of large city school districts to obtain greater 
financial resources. Charges have been made that rural oriented 
legislatures and state departments of education have been insen- 
sitive to the problems of the cities. School districts in suburbia 
and exurbia have been generally featured as having unlimited 
resources with which to provide affluent children with superior 
educational programs. Rural areas have been largely ignored 
m the dispute, but various studies have pictured rural areas as 
aving relatively trouble free, pastoral educational climates. Sub- 

-tT £ n ? rur ?l sc ^ ools > however, have their own advocates who 
insist that problems of migration and poverty have as great an 
impact on some of these areas as on the cities. 



189 



182 



ALTERNATIVE FINANCE PROGRAMS 



TABLE 7-1 

Analysis of Financial Ability* and Revenue Receipts 1 * for 
Selected School Districts Within Each State 



State 


Financial 
Ability 
Ratio c 


Total 
Revenue 
Per 
Pupil 
Ratio 4 


Correlatione Between Sources of Revenue 
Per Pupil and Local Financial Ability* 
Basic State 

Local State Categorical Federal 

Revenue Revenue Revenue f Revenue 


Alabama 


3.79 


1.60 


0.31 


— 0.07 


— 0.23 


-020 


Alaska 


2.51 


1.96 


0.15 


0.03 


-0.42 


-0.58 


Arizona 


7.41 


1.38 


0.51 • 


— 0.67" 


0.01 


-0.14 


Arkansas 


10.98 


1.68 


0.94" 


-0.47 


0.55* 


— 0.52* 


California 


23.76 


1.95 


0.94" 


— 0.72" 


-0.23 


-0.38 


Colorado 


2.50 


1.84 


0.69" 


-0.96" 


0.62" 


-0.18 


Connecticut 


5.69 


1.98 


0.64" 


0.50* 


0.35 


-0.01 


Delaware 


6.39 


2.26 


0.84" 


0.40 


0.09 


-0.23 


Florida 


3.18 


lie 


0.89" 


— 0.74" 


-0.32 


-0.43 


Georgia 


4.65 


1.69 


0.79" 


-0.83" 


— 0.55* 


-0.13 


Idaho 


2.70 


1.67 


0.89" 


— 0.70" 


-0.04 


-0.39 


Illinois 


20.06 


2.10 


0.62" 


— 0.87" 


0.14 


-029 


Indiana 


17.17 


3.84 


0.95" 


— 0.92" 


0.50* 


0.48* 


Iowa 


7.07 


1.80 


0.89" 


-0.36 


-0.32 


-0.18 


Kansas 


3.75 


2.01 


0.80" 


-0.32 


0.07 


— 0.60* 


Kentucky 


8.60 


1.47 


0.89" 


— 0.78" 


0.07 


-0.74" 


Louisiana 


52.70 


2.46 


0.94" 


-0.90" 


-0.12 


-0.30 


Maine 


11.16 


2.41 


0.70" 


-0.52* 


-0.07 


-0.66* 


Maryland 


2.74 


1.50 


0.92" 


— 0.83" 


-0.21 


— 0.51* 


Massachusetts 


10.35 


2.20 


0.87" 


-0.42 


0.59* 


-026 


Michigan 


30.04 


2.27 


0.85" 


-0.94" 


0.17 


0.13 


Minnesota 


7.40 


1.51 


0.84" 


— 0.97" 


-0.34 


0.21 


Mississippi 


5.81 


1.63 


0.45 


-0.54* 


-0.88" 


-0.25 


Missouri 


25.12 


3.90 


0.98" 


— 0.51* 


-0.19 


— 0.45* 


Montana 


3.07 


2.13 


0.74" 


— 0.66" 


0.14 


-0.23 


Nebraska 


5.18 


1.24 


0.67" 


-022 


0.27 


— 0.50* 


Nevada 


2.72 


1.31 


0.96" 


-0.91" 


-0.18 


— 0.66" 


New Hampshire 


4.49 


1.85 


0.37 


-0.51* 


-0.34 


-0.21 


New Jersey 


10.49 


1.66 


0.19 


-0.45 


-0.37 


-0.21 


New Mexico 


14.26 


1.62 


0.65" 


022 


0.12 


0.04 


New York 


10.55 


1.62 


0.86" 


— 0.93" 


-0.36 


-0.09 


North Carolina 


3.60 


1.54 


0.47 


-0.41 


-0.48 


-0.74" 


North Dakota 


2.15 


1.80 


0.64" 


027 


0.50* 


-0.12 


Ohio 


10.68 


2.11 


0.95" 


— 0.72" 


-0.34 


-0.04 


Oklahoma 


4.42 


1.38 


0.94" 


-0.83" 


-0.10 


-0.46 


Oregon 


2.75 


1.40 


0.26 


— 0.74" 


0.02 


0.63" 


Pennsylvania 


10.65 


1.78 


0.95" 


-0.87" 


- 0.65" 


0.22 


Rhode Island 


2.40 


1.94 


0.58* 


— 0.74" 


0.12 


-0.56* 


South Carolina 


9.21 


1.54 


0.90" 


-0.34 


0.50* 


-0.12 


South Dakota 


12.89 


1.75 


0.88" 


-0.83" 


0.35 


-0.68" 


Tennessee 


8.74 


1.71 


0.61" 


— 0.69" 


-0.13 


-0.29 


Texas 


84.52 


2.65 


0.97" 


-0.79" 


-0.09 


-0.46 


Utah 


8.55 


1.82 


0.98" 


— 0.90" 


-0.15 


0.81" 


Vermont 


2.M1 


2.39 


0.50* 


— 0.72" 


0.41 


0.56* 


Virginia 


6.79 


2.31 


0.91" 


-0.75" 


0.17 


-0.16 


Washington 


11.76 


1.37 


0.53* 


— 0.75" 


0.36 


-0.20 


West Virginia 


3.63 


1.73 


0.90" 


-0.75" 


0.14 


— 0.52* 


Wisconsin 


2.58 


1.55 


0.90" 


— 0.82" 


0.43 


-0.38 


Wyoming 


3.63 


1.63 


0.95" 


-028" 


0.20 


- 0.54* 



•The financial ability measures employed were those mandated by each 
state for local district participation in the basic state program. ^Revenues 
were considered in terms of local, basic state, state categorical and federal. 
'Financial ability ratio represents the quotient between the most able and 
least able districts within the state. *The ratio of total revenue per pupil 
received by the district with the highest amount when compared with the 
district which received the least amount 'Simple correlation coefficients 
between each revenue category and local financial ability. 

•Significant at the 0.05 level. ••Significant at the 0.01 level. 
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This controversy among types of school districts is not new. 
With the rise of state school equalization programs in the 1930 
and ’40's, large cities and smaller independent cities opted for 
local taxation as the method of school support, generally oppos- 
ing efforts to redistribute educational resources through state 
foundation programs. The decline of the “preeminence” of the 
cities has led to a radical change in their posture with regard to 
state equalization programs. 

There is much evidence that indicates that the present plight 
of the central cities was created in considerable part by the fail- 
ure of the states and the federal government to equalize educa- 
tional opportunity among and within the states. Historically, 
the southern states, primarily because of poverty relative to the 
rest of the nation, have provided far more limited educational 
opportunities than other regions of the nation. Intrastate prob- 
lems of poverty are even more pronounced in most regions than 
interstate problems. This has been particularly true in the rural 
areas. There have been major improvements in educational pro- 
grams in the southern states in recent years, but the disadvan- 
taged migrants from the southern states who now are creating 
many of the problems of the core cities of the north were pro- 
duced, and are still being produced, in rural areas of the south 
and midwest. Sound public policy dictates that adequate educa- 
tional opportunities be made available in school districts of all 
population classifications, in all regions of the nation. 

All of this leads to the very fundamental question : Do present 
systems of school finance tend to favor or penalize any particular 
type of school district? The National Educational Finance Proj- 
ect examined this issue with respect to four types of school dis- 
tricts: central or core city districts, suburban school districts, 
independent city school districts, and rural school districts. - ' 1 The 
investigation involved ten states: Alabama, Colorado, Georgia, 
Michigan, Missouri, New York, Ohio, Oregon, Texas, and Wis- 
consin. School districts were selected from these states which 
included the largest city in each state along with random samples 
of suburban, independent and rural districts — a total of 445 
school districts were selected. 

With respect to fiscal ability or wealth measured in terms of 
equalized assessed valuation per pupil in average daily attend- 
ance, the study shows that the central or core cities have the 
greatest wealth of any of the four categories. In eight of the 
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TABLE 7-2 



Equalized Assessed Valuation or Assessed Valuation 
Per Pupil in ADA for Selected Population Classifications 
nr Statr 1968-1969 



— _ — 


Central City 


Suburbs Independent City 


Rural 




Rank 


Rank 


Rank 


Rank 




Within 


Within 


Within 


Within 


State 


Amount State 


Amount State 


Amount State 


Amount State 



Alabama 

Colorado 

Georgia* 

Michigan* 

Missouri 

New York* 

Ohio 

Oregon* 

Texas 

Wisconsin 



$ 8,711 
14,640 
45,199 
18,205 
12,044 
45,513 
20,219 
47,604 
23,244 
38,278 



2 

1 

1 

3 

1 

1 

1 

1 

1 

1 



$ 8,725 
7,172 
29,508 
20,980 
11,673 
33,031 
18,248 
31,827 
17,200 
29,128 



1 

4 

2 

1 

2 

2 

2 

4 

2 

3 



$ 4,711 
7,338 
27,508 
19,073 
9,890 
27,801 
14,083 
41,970 
15,983 
35,162 



3 

3 

3 

2 

3 

3 

4 
3 
3 
2 



* 4,172 
7,983 
26,157 
13,670 
6,395 
21,943 
14,288 
42,189 
12,956 
26,308 



4 

2 

4 

4 

4 

4 

3 
2 

4 
4 



Average 

Rank 

Within 

State 



1.2 2.3 



2.9 



3.5 



•Equalized Assessed Valuation. 

states, the central city ranked highest in valuation per pupil and 
in the other two states the suburbs ranked highest in valuation 
per pupil. Rural districts ranked the lowest in property valua- 
tion per pupil in seven of the ten states. (See Table 7-2) 

School districts within each population class varied widely 
in valuation per pupil in most states. In five of the ten states 
studied the suburban district with the highest per pupil valuation 
had more than three times the valuation per pupil of the subur- 
ban district with the lowest valuation. Similarly, great varia- 
tions appeared in the wealth among rural school districts. In 
seven of the states, the rural district with the highest valuation 
had three or more times the valuation per pupil than the district 
with the lowest valuation. 

All cities are not rich nor are all of them poor ; great variation 
exists in rural wealth, and the fiscal ability of suburbs and inde- 
pendent smaller cities varies substantially. Corroboration of 
these findings can be found by comparing the individual gross 
adjusted income per pupil for various cities around the United 
States. For example, San Francisco and Houston arc wealthy, 
having $27,699 and $25,890 per pupil respectively, while the 
much poorer cities of Indianapolis and Newark have only $10,504 
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TABLE 7-3 

Total Local, State, and Federal Revenue Per Pupil in ADA for 
Selected Population Classifications of Each State 1968-1969 





Central City 


Suburbs Independent City 


Rural 


State 


Amount 


Rank 

Within 

State 


Rank 
Within 
Amount State 


Amount 


Rank 

Within 

State 


Amount 


Rank 

Within 

State 


Alabama 


$ 405 


3 


$ 391 


4 


$ 421 


1 


$ 417 


2 


Colorado 


836 


1 


619 


4 


665 


2 


627 


3 


Georgia 


757 


1 


551 


2 


496 


4 


505 


3 


Michigan 


833 


2 


875 


1 


824 


3 


680 


4 


Missouri 


851 


2 


875 


1 


746 


4 


752 


3 


New York 


1,297 


2 


1,370 


1 


1,175 


3 


1,131 


4 


Ohio 


734 


1 


546 


3 


588 


2 


529 


4 


Oregon 


812 


3 


837 


2 


797 


4 


865 


1 


Texas 


647 


1 


546 


4 


595 


2 


586 


3 


Wisconsin 


816 


2 


897 


1 


769 


4 


805 


3 


Average 


















Rank 


















Within 


















State 




1.5 




2.3 




2.9 




3.0 



and $10,323 per pupil. Briley’s profiles, discussed previously in 
this chapter, also show that wide variation exists among cities 
when wealth is measured in terms of equalized assessed valua- 
tion of property. Hickrod has pointed out that not only is there 
great inequality now existing among suburbs, but there is an 
increasing inequality among suburbs/ 

By disregarding wealth and comparing the actual revenues 
of the central city, suburb, independent city, and rural districts, 
it may be determined whether certain types of districts are, in 
fact, favored or penalized by current finance practices. When 
all revenues, local, state and federal, were combined it was found 
that the central cities ranked highest. Following central cities 
came suburbs, independent cities and finally rural areas. Break- 
ing down the sources of funds, it was found that state finance 
programs tended to allocate proportionately greater resources 
to the rural areas than to any of the other categories. Suburbs 
and independent cities were tied for second and the central city 
received the least amount from state sources. This result was not 
unexpected since the central cities ranked highest in wealth and 
in order to fiscally equalize, state aid formulas give the wealthiest 
districts the least funds per pupil. (See Table 7-3) 

When both local and state funds are totalled, the rural areas 
having the lowest local fiscal ability fell back to last in revenues 
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among the four types of school districts. Suburbs receive the 
greatest amounts of dollars per pupil if only local and state funds 
are considered, followed by central cities and then independent 
cities. 

These data suggest a rather simple conclusion with regard 
to both wealth and revenues by type of school district, and that 
is such classifications of districts are not rational criteria on 
which to base financing practice. Generalizations about the 
wealth of all cities, suburbs or rural areas are not valid measures 
for allocating tax resources. The obvious educational needs of 
some cities and some rural areas suggest that fiscal needs be as- 
sessed not in terms of some gross population classification but in 
terms of numbers of children with varying educational needs, 
and costs and relative local wealth. Averages of wealth and rev- 
enues do not adequately identify or compensate for the special 
needs of individual children which are found in different percent- 
ages ar.d numbers in all types of school districts. 



LOCAL NONPROPERTY TAXES AND EQUALIZATION 

Several legislatures in recent years have reacted to the rising 
costs of education by providing authority for the levy of local 
nonproperty taxes. By 1968-69, twenty-two states and the Dis- 
trict of Columbia authorized the use of local nonproperty taxes by 
local school districts. Even with this apparently broad use of 
local nonproperty taxes such taxes account for less than three 
percent of all local taxes collected for school districts. 

With such small reliance on nonproperty taxes, one might 
ask, "Why the concern ?” The answer is that the study of local 
nonproperty taxes is important not for their current impact but 
for their potential impact on the equalization of school revenues 
among school districts. Potentially, state legislatures could in- 
creasingly authorize the use of local nonproperty taxes, thereby 
shifting taxing discretion to locally elected officials and by so 

doing avert the political stigma of having to directly raise state 
taxes. 

In analyzing this particular issue, a National Educational Fi- 
nance Project study found that there was a significant positive 
correlation between local nonproperty tax revenues per pupil and 
property valuation per pupil in four of the seven states selected 
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TABLE 7-4 

Mean Revenue Per Pupil from Local Nonproperty Taxes and 
Rank Among Type of Districts 1968-69 



State 



Mean Revenue Per Pupil in Average Daily Attendance 
from Local Nonproperty Taxes and Within State Rank 



Rural 
Districts Rank 



Independent Central 

City Suburban City 

Districts Rank Districts Rank Districts Rank 



Alabama 
Kentucky 
Louisiana 
Maryland 
New York 
Pennsylvania 
Tennessee 

Average Rank 



$ 16.24 2 

26.44 4 

40.12 4 

63.66 4 

6.16 3 

84.97 4 

26.19 4 

JL4 



$ 18.03 1 

27.74 3 

47.63 3 

96.67 3 

6.03 4 

87.68 3 

60.73 3 



2.9 



$ 14.11 3 

89.05 2 
81.02 1 

100.92 1 

16.06 2 

88.88 2 
71.12 2 



1.9 



$ 7.00 4 

103.01 1 

73.11 2 

97.43 2 

65.05 1 

101.30 1 

74.31 1 

1.7 



for the study. 5 In the other three states almost no relationship 
existed between non property and property tax revenues. 

When school districts were classified into central city, sub- 
urban, independent city, and rural districts (all districts of 1500 
ADA and above) it was found that in five of the seven states 
studied, the rural districts received the least amount of revenue 
per pupil from local nonproperty taxes and in four of the seven 
states, the central city received the most revenue. The average 
ranking for seven states showed that the central city school dis- 
tricts on the average receive more revenue per pupil from local 
nonproperty taxes followed in order by suburban, independent 
city and rural school districts. (See Table 7-4) 

While the above data show the impact on types of school dis- 
tricts of local nonproperty taxes actually levied , the potential im- 
pact is illustrated by a closer examination of one of the states in 
the group. In Kentucky, school districts were given the authority 
by the legislature to levy any one of three permissive local non- 
property taxes— occupational, utility or excise tax. Although 
several districts in the state did not levy any of the taxes, the po- 
tential of the taxes on eoualization is striking. For example, 
with the occupational tax, one of the wealthiest districts in the 
state would receive $66 per pupil in ADA while the poorest dis- 
trict in the state would receive only $6. The ratio here of 9 to 1 
tax potential created an even greater disparity than did the tax 
potential from property taxes which in this particular case was 
$40,291 to $7,676 ; a ratio of a little over 6 to 1. The excise tax’s 
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potential yield in the same wealthy district was $51, and was 
only $3 in the poor district, while the utility tax potential was 
$33 per pupil in ADA in the more affluent district and only $2 in 
the poorer district. 

These data suggest that the use of local nonproperty taxes is 
generally a bad omen for equalization of financial resources 
throughout a state. One solution to this problem, if such taxes 
are levied, is to charge these revenues back against the state 
school aid allotment, thus creating a kind of equalized locally col- 
lected taxing system. Generally, however, such charge backs are 
not utilized and the wealthy trading center districts of a state ob- 
tain an unmitigated fiscal advantage over less fortunate areas of 
the state. Such districts can use sales taxes, for example, to shift 
a part of their tax incidence to persons from less wealthy districts 
who come to cities to trade. This is the reverse of financial equal- 
ization. Furthermore, the levy of local sales and income taxes 
by large, wealthy urban and suburban districts may hinder the 
state in levying such taxes because of the political opposition of 
members of the legislature from the areas profiting locally from 
the levy of such taxes. This could result in a shortage of state 
revenue which would reduce the power of the state to discharge 
its responsibility for equalizing educational opportunity within 
the state. 

EDUCATIONAL ACHIEVEMENT AS A MEASURE OF 
EQUALIZATION 

Heretofore in this chapter, equalization has been discussed in 
terms of the revenues received or the fiscal wealth potential of 
school districts. The wealth of a school district can however, be 
measured in terms other than dollars, an alternative can meas- 
ure the school districts' or communities* status and potential in 
terms of its educational capital. The implication is that school 
finance programs should not only be adjusted to compensate for 
deficiencies in a school districts fiscal ability, but programs should 
be modified to account for the educational need differentials 
among children. 

One means of identifying educational needs is through the 
use of achievement tests. Acknowledging the shortcomings of 
the various achievement tests, they nevertheless provide at least 
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one method of ascertaining justifiable educational needs of chil- 
dren and school districts. Certainly it would be difficult to deny 
that achievement tests are not, at least, one strong indicator of 
educational need. We, therefore, assume that standardized tests 
are one satisfactory surrogate for certain school objectives and 
that low school achievement is highly associated with cultural 
disadvantages and low socio-economic level. 

With these rather sound assumptions as our basis for com- 
parison, we then can say that if districts with low achievement 
levels have less money available per pupil than districts with 
high achievement levels, then educational opportunity is not 
being equalized but disequalized. 

It is quite reasonable to expect that under any system of 
school finance districts with low achieving children should re- 
ceive at least resource inputs equivalent with districts with high 
achieving children. Is there an equalizing or disequalizing rela- 
tionship between educational need measured in terms of achieve- 
ment and revenues for education? This question was answered 
by a National Educational Finance Project study which com- 
pared the finance programs, local, state, and Title I, ESEA in 
eight states with statewide uniform achievement tests." This 
study concluded the following: 

1. Local revenues do not equalize educational opportunity for 
the culturally different pupils. In general, the districts 
with the lowest achievement levels, and the greatest con- 
centrations of culturally disadvantaged have the least 
local revenue available per pupil. 

2. In all but two of the eight states studied, there is but little 
indication that present state formulas make adequate pro- 
vision for funding high cost compensatory programs. 

3. Title I, ESEA, funds more than any other revenue source 
considered in this study are allocated to those districts 
where pupils had the greatest educational need as reflected 
by mean achievement test scores. 

4. Local and state revenues combined were not significantly 
reaching those districts with the greatest educational need 
as reflected by mean achievement test scores. 

The amount of funds expended from the non-equalizing 
revenue sources tends to lessen the impact of revenue 
equalization programs where they do exist. For example, 
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although Title I revenue allocations were effective in 
reaching those districts whose pupils had the lowest mean 
achievement scores, Title I funds accounted for no more 
than 11.48 percent of the combined local, state and Title 
I revenue allocations in any of the eight states studied 
and they comprised less than three percent of total rev- 
enue in six states. When combined revenue allocations 
(Title I, local, and state) were correlated with achieve- 
ment test data, the inverse relationship between Title I 
allocations and the achievement test variables was re- 
versed in six of the eight states. 

5. Achievement test scores appear to be adequate identifica- 
tion criteria for defining those local school districts with 
a high concentration of children from low-income fami- 
lies. This generalization was supported by the fact that, 
considering that Title I allocations were made on the basis 
of low family income levels, inverse relationships were 
found in every instance between Title I allocations and the 
reading achievement test results from testing programs 
conducted independently of Title I programs. There- 
fore, it seems logical to conclude that low mean test scores 
provided evidence of concentrations of low-income fami- 
lies. 

6. If disparities are to be effectively reduced, either the states 
must adapt their allocation formulas to allow more effec- 
tive identification of target populations of the culturally 
different, thereby assuming a larger role in compensatory 
funding, or Title I, ESEA must be substantially increased 
beyond the present level of funding. 

FISCAL EQUALIZATION EFFECT ON TITLE I, ESEA 

From the study cited above, it is clear that the method of dis- 
tributing funds used in Title I, ESEA, is an effective means of 
identifying school districts with low achieving children. A re- 
lated question is whether Title I is also concentrating on school 
districts with low fiscal ability? In order to at least partially 
answer this question the National Educational Finance Project 
selected nine states and compared the wealth of each of the coun- 
ties in these states with the Title I allocations for the counties. 7 

This study found that: Title I allocations had a tendency to 
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equalize resources among the counties within most of the nine 
selected states. Eight of the nine selected states had significant 
inverse relationships between both Title I allocation variables 
(per child enrolled and per school-age child) and effective buying 
income per school-age child. Even though the correlation with 
property values was somewhat less impressive, five of the nine 
selected states had significant inverse relationships between Title 
I allocations per school-age child and adjusted assessed valuation 
per school-age child. 

Such equalizing relationships between allocations and wealth 
do not establish that Title I is being utilized effectively locally, 
but they do strongly suggest that the Title I allocation formula 
is tending to reach the appropriate target populations, the areas 
of greatest educational need and thereby greatly enhances equal- 
ization of opportunity. 
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CHAPTER 8 



Federal Responsibilities for Financing 
Educational Programs 



Since the founding of the Republic, the role of the Federal 
Government m the field of education has been the subject of re- 

“r,.V f ° r ‘ he common de,e "“ »»<l (teneral welfare of 
, ? U " ta( ! educa tion is not one of the powers explicitly 

delegated to Federal Government. However, in recent y«r S the 
general welfare clause has been interpreted broadly enough to 
permit effective participation in the field of education by the Fed 

ml°r rn T nt : ™ 8 interpret ation, unfortunate™, M not £ 

bv fL" “ Peri0d 0f effective P art[ ci nation in education 
by the Federal Government. Instead, it ushered in a prolonged 

controversy between advocates of federal categorical aids for 
schools*™ adVMates of I— support fo“^uW°c 

• ^ i 9 u 1, « he National Advisory Committee on Education an- 
pomted by President Hoover, issued a report entitled “Federal 

E f Ucation -’' In thi3 report, the Committee declared 
that the American people are justified in using their federal tax 

rtT\°h?‘ Ve fi " a " C,al aid “ <» the states, provided 

r u d . th f 8 ma , nn ? r ,bat does not dele «“to to the Federal 
ernment any control o.t* the social purposes or specific proc- 

esses of education. The Committee also emphasized that federal 

funds should be granted to testates to aid education as a whole 
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and not as special grants for the stimulation of particular types 
of training, and that the Federal Government should render large 

intellectual assistance” to the states in matters of education 
through scientific research. 

This report, issued in 1931, suggested criteria which would 
be relevant today. A few years later, in 1938, a new committee 
appointed by President Roosevelt gave its views concerning the 
role of the Federal Government in education. The report of the 
United States Advisory Committee on Education stated that 
grants should be made available to the states for “all types of cur- 
rent operating expenses for public elementary and secondary 
schools” ; that the states should be permitted to use part of their 
federal funds for books, transportation, and scholarships for 
children attending both public and non-public schools; and that 
the American people would rightly object to any attempt to use 
the Federal aid as a means of controlling the content or processes 
of education in school. 

These and subsequent studies emphasized the need for general 
purpose grants to states to supplement state and local school tax 
revenues. They sought to minimize federal direction and con- 
trol of the educational process. Despite these recommendations 
for general purpose grants for public education, federal partici- 
pation in education during the past fifteen years has moved rap- 
idly toward categorical grants for narrowly-defined educational 
purposes. 

A recent publication entitled, “Guide to OE-Administered 
Programs, Fiscal Year 1970,” in which the U.S. Office of Educa- 
tion listed 132 programs, reveals how far we have gone down the 
categorical aid route. Illustrative of the narrowly defined cate- 
gories are the following programs selected from the list : 

1. Aid in the acquisition and installation of equipment for 
ETV broadcasting; 

2. Construct or improve undergraduate academic facilities; 

3. Construct vocational education facilities in the Appalach- 
ian region; 

4. Aid construction of public libraries; 

5. Strengthen instruction in ten critically important sub- 
jects; 

6. Support provision of school library resources, textbooks, 
and other instructional materials; 
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7. Assist in establishing and maintaining guidance, counsel- 
ing, and testing programs; 

8. Support visits by foreign consultants to improve an e- 
velop resources for foreign language and area studies ; 

9. Train prospective and experienced school administrators ; 

lo! Provide a loan fund to aid Cuban refugee students ; 

n ; Meet educational needs of deprived children ; 

12. Provide additional educational assistance to Indian chil- 
dren in federally-operated schools; 

13. Improve leadership resources of State education agencies , 

14. Develop new agency for teacher training in metropolitan 

areas; . . 

15. Retrain experienced teachers for service in desegregating 

schools * 

16. Enable institutions to assist undergraduates’ intensive 

study of a non-Western language; 

17. Increase opportunities throughout the Nation for training 

in librarianship ; , , 

18. Support research on improved instruction in modern tor- 
eign languages and materials development and area stud- 

ics * 

19. Development and testing of educational innovations until 
ready for classroom use ; 

20. Conduct research in areas of physical education and rec- 
reation for handicapped children. 

In addition to the 132 programs administered by the U.S. 
Office of Education, there are programs administered by other 
agencies. The School Lunch Program is administered by the De- 
partment of Agriculture. Programs for the education of native 
Indian children are administered by the Bureau of Indian 
Affairs. The National Science Foundation is responsible for most 
federal programs in science education. This list would be ex- 
panded even more if a broader definition of education were used. 

The proliferation of categorical aids represents a federal pol- 
icy which would have been rejected fifteen years ago when inter- 
state equalization of public school resources was the role most 
commonly recommended for the Federal Government. This role 
called for general support for public schools, granting greater 
amounts per pupil to low-wealth states with virtually no federal 
direction over the expenditure of the granted funds. 
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This concept of the federal role is based upon an historical 
distrust of the concentration of power. In America, where di- 
versity and the free marketplace of ideas are the dominant in- 
gredients of our educational system, national controls seemed 
wholly inappropriate. Moreover, under state and local control, 
public schools have prospered. Local school boards generally 
have been highly respected, and local property taxpayers have 
contributed more than one-half ot' all school revenue. More in- 
novative educational programs have been developed in the United 
States under state and local control of education than are gener- 
ally found in nations that have nationally controlled systems of 
public education. 

During this period, some states made great progress, while 
others lagged far behind. There were shocking differences in the 
level of education among the states. During World War II and 
during the Korean War, the number of young men who were 
unacceptable for military service because of educational deficien- 
cies was intolerably great in some states. 

A careful examination of the facts revealed that most of the 
states with inadequate schools were also the states in which per- 
sonal income was far below the national average. In general, the 
people in those states were making as great an effort to finance 
their schools as were people in other states. They were devoting 
a fair share of their income to the support of schools, but the 
funds available to the schools were inadequate. 

These facts indicated that the Federal Government should 
provide general support for public schools without federal con- 
trol, granting larger amounts per unit of need to low-wealth 
states, precisely as state governments had done for local school 
districts. The assignment of this role to the Federal Government 
was based upon the assumption that the causes of inadequate 
schools are basically fiscal and that state and local school leader- 
ship exists, or can be found, that will make wise choices in the 
use of additional funds. 

Despite these persuasive arguments for general purpose aid 
to the states for public schools, categorical grants-in-aid have 
proliferated beyond all expectation, ushering in a new kind of 
Federal control. Why? The U.S. Congress, consistently, has 
been vigilant in its opposition to Federal control of education and 
to the growth of a federal educational bureaucracy. Yet, during 
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the 1960’s, Congress enacted laws which created this complex as- 
sortment of categorical aids for education. 

This abrupt shift in federal educational policy was accepted 
by some as an expediency — hopefully temporary in nature — to 
get needed federal dollars started. Efforts to enact laws grant- 
ing federal general purpose aid to states for public schools en- 
countered two insurmountable roadblocks — the school segrega- 
tion issue and the church-school controversy. While it is possibie 
to design federal categorical aids so that parochial schools re- 
ceive some benefit, the United States Supreme Court has recently 
ruled that general purpose grants to parochial schools would 
probably violate the First Amendment to the U.S. Constitution. 

To others, however, the new emphasis upon categorical aids 
for education is not a device for getting around historical road- 
blocks to general federal support funds. Instead, they are part 
of the “necessary revolution in American education.” This view 
is expressed clearly in a publication of the U.S. Office of Educa- 
tion entitled, Education 1967 : A Report to the Profession, which 
declared : 

The 88th and 89th Congresses, responding to the desires 
of the people, enacted laws enabling the Federal Govern- 
ment to take its place in the local-State-National educa- 
tional partnership . . . Toward this end, the Congress has 
enacted 24 major pieces of education legislation in the 
past 3 years. These new laws are channels through which 
billions of federal tax dollars will go into our elementary 
schools, high schools, vocational schools, colleges, and 
universities. 

But this money is not simply handed out in the pious 
hope that it will be put to good use. Each of the education 
laws ... is quite specific. Categories and conditions of 
aid have been established,, to insure that these funds are 
spent in an efficient and prudent manner. 

The sharp distinction between the basic philosophy of those 
who favor federal general purpose aid without federal control 
and those who favor the new, highly controlled, categorical-aid 
approach is startlingly clear. During the months and years 
ahead, this issue will be sharply debated as Congress considers 
expansion of the categorical-aid system or shifts toward “block” 
grants. 
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EVALUATION OF FEDERAL CATEGORICAL-AID 
PROGRAMS 1 

To evaluate this complex assortment of federal educational 
programs, it is necessary to examine the purpose of each pro- 
gram and ask the question : Is the purpose of the program worthy 
and appropriate for the Federal Governments 

In deciding what educational purposes are worthy and appro- 
priate for the Federal Government, first consideration should be 
given to those educational problems which transcend state lines. 
Since educational deficiencies cannot be quarantined within state 
boundaries, educational isolationalisrn practiced by individual 
states cannot be sound national policy. The Federal Government 
clearly has a responsibility to act to strengthen public schools in 
all states. Only by so doing can a state be protected from the 
spillover effects of educational neglect in other states. Thus, one 
worthy and appropriate purpose of federal action is to make gen- 
eral purpose grants to states to supplement state and local funds 
and to encourage states to expend for public schools amounts 
needed to maintain an adequate basic school program for all chil- 
dren and youth who choose to attend the public schools. 

In addition to this general concern for strengthening the total 
ongoing public school program in each state, the Federal Govern- 
ment has a special responsibility to assist in the education of dis- 
advantaged children. This responsibility has its origins deep in 
the history of our country, although immediate concern arises 
partly from the large number of educationally disadvantaged 
families that have migrated from one state to another in recent 
years. Thus, a second worthy and appropriate purpose of fed- 
eral action is to provide special purpose grants for compensatory 
or remedial education to assist states in educating disadvantaged 
children. 

The Federal Government has increasingly accepted responsi- 
bility for reducing unemployment, and Congress has, in recent 
years, enacted a number of laws to this end. But unemployment 
cannot be eliminated without suitable vocational education pro- 
grams in all states. In order to meet its responsibility for full 
employment, a worthy and appropriate purpose of federal action 
is to provide special grants to states for vocational education in- 
cluding vocational programs for adults. 

The chief source of local revenues for public schools is the 
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property tax. More than half of all revenues of public schools 
are derived from this source. The Federal Government is the 
largest property owner in the United States and its property is 
tax-exempt. This condition obviously leaves a large gap in the 
tax base of America’s public schools. A worthy and appropriate 
purpose of federal action is to remedy this gap by making con- 
tributions to public schools to compensate for deficiencies in the 
school tax base resulting from the tax-exempt status of federal 
property. 

In the past, the Federal Government has made contributions 
for the education of individuals for whom it accepts a special re- 
sponsibility. The education of native Indian children is a case 
in point. More recently, contributions have been made for the 
education of veterans and for Cuban refugees. These obligations 
have been properly accepted by the Federal Government. It is, 
therefore, a worthy and appropriate purpose of Federal action to 
contribute toward the cost of education for veterans and for 
other individuals for whom the Federal Government has ac- 
cepted a special responsibility. 

For many years, the Federal Government has recognized that 
“promotion of the general welfare” includes assisting in the elim- 
ination of hunger, the improvement of the health of the nation, 
and in the assurance of an adequate and stabilized supply of food 
for the nation. These are certainly legitimate national purposes. 
The appropriation of federal funds for school food service pro- 
grams, including school lunch, school milk, special assistance for 
the needy, nutrition education, distribution of surplus commodi- 
ties, and similar programs are consistent with legitimate na- 
tional purposes. 

The National Educational Finance Project made no special 
study of federal appropriations for higher education, including 
junior colleges. However, more than 100 years ago, the Federal 
Government judged that the promotion of certain types of higher 
education was consistent with national purposes when the Morrill 
Act was passed. During recent years, numerous federal acts 
have provided financial assistance, not only for the higher insti- 
tution, but also scholarships and loans for college students. If 
federal financial assistance for elementary and secondary educa- 
tion is consistent with national purposes, it seems that federal 
financial assistance to higher institutions and to students attend- 
ing those institutions is also consistent with national purposes. 
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Common to all states is a need to improve education through 
research and development programs. If each state were to fi- 
nance all of its own educational research and development, dupli- 
cation of effort, excessive costs, or inadequate programs would 
be inevitable. Therefore, as a service to all schools, it is a worthy 
and appropriate purpose of federal action to finance research and 
development programs designed to improve the quality of educa- 
tion in all states. 

These are all worthy and appropriate purposes for federal 
action in the field of education. Most of the current list of fed- 
eral programs in education meet the test of worthiness of pur- 
pose. But this test alone is not enough ; in addition, federal pro- 
grams must be effectively administered. For this reason, it is 
necessary to ask a second question : Are the administrative ar- 
rangements effective and conducive to sound federal-state-local 
relationships? 

If the federal-state-local partnership is to function to maxi- 
mum advantage, the assignment of responsibilities to each part- 
ner must utilize the special strengths of each, while compensating 
for each one’s weaknesses. Moreover, each partner must per- 
form his duties without interfering unnecessarily with the 
essential contribution of the other two partners. 

Historically and legally, the state government occupies a cen- 
tral role in the public school partnership. If the total public 
school program is to function effectively, the state must be in a 
position to coordinate federal programs with state and local pro- 
grams, and to provide needed supervision and direction. For 
this reason, federal programs should not by-pass state govern- 
ments; instead, federal grants for public schools should be made 
to state departments of education to be allocated to local schools 
by them in accordance with state plans. This arrangement not 
only respects the central role of state governments in the field of 
education, but also avoids excessive growth of the federal bu- 
reaucracy. 

Over a period of years, states have developed elaborate plans 
for granting state funds to local school systems. More recently, 
as we have previously noted, the Federal Government has 
launched a number of categorical aid programs. Inevitably, 
some of the new federal programs duplicate the purpose of some 
existing state-aid programs. For example, some states have pro- 
vided aid to local school districts for compensatory or remedial 
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education. With the recent entrance of the Federal Government 
into this field, it may be in the best interest of education for the 
state to transfer some of its funds to other equally important 
purposes. To permit such flexibility in the use of state funds, 
when the Federal Government and a state grant funds to local 
school districts for the same or for closely related purposes, the 
federal grant should not be contingent upon continuation of the 
state grant. Only by preserving the right of the state to adjust 
its grant program can the state discharge its obligation to the 
overall education partnership. 

The amounts of federal funds to which individual states or 
local school districts are entitled should be determined by objec- 
tive formulas, reducing to a minimum discretionary power of 
federal officers in the allocation of school funds. Any grant-in- 
aid program which authorizes federal officers to use broad dis- 
cretion in allocating school funds among states or local school sys- 
tems will encourage political favoritism, and the proliferation of 
expert proposal and justification writers. 

In order to promote the efficient use of federal funds and to 
encourage sound state and local planning, federal contributions 
should be generally predictable for long-range planning purposes 
and specifically for year-to-year planning. Effective use of fed- 
eral grants not only requires planning, but also sufficient lead 
time to recruit personnel and obtain facilities and equipment. 
Boards of education should know at budgetmaking time the 
amount of federal funds they will receive during the ensuing 
year. 

In the interest of effective administration and sound intergov- 
ernmental relations, the Federal Government should avoid hav- 
ing several departments grant funds for the same or closely re- 
lated public school purposes. For example, in the field of voca- 
tional education there are several programs administered by dif- 
ferent agencies making grants to local school systems. A single 
federal program, working through a comprehensive state plan 
for vocational education, would avoid much confusion and would 
be more effective in achieving the purposes of the Federal Gov- 
ernment. 

The accounting and auditing safeguards for federal grant 
funds should utilize the procedures that the states require to safe- 
guard their grants to local school systems. Although the U.S. 
Office of Education should continue to recommend public school 
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accounting procedures, separate accounting and auditing proce- 
dures for federal funds should be superimposed on state require- 
ments only if the latter are inadequate. 

Moreover, although the Federal Government might, in the 
case of categorical grants, specify the purpose for which the 
funds are to be used, great freedom should be allowed to the local 
school system in selecting the method by which the purpose is to 
be achieved. This type of operational freedom is necessary if the 
local partner is to do his job effectively. 

These criteria should be helpful in determining if the admin- 
istrative arrangements of a federal program are effective and 
conducive to sound federal-state-local relations. However, if all 
federal programs in education have worthy and appropriate pur- 
poses and sound administrative arrangements, there is still the 
possibility that gaps exist in the total program. For this reason, 
it is necessary to ask a third question : Does the combined effect 
of all federal programs promote the development of adequate 
public school programs in all states ? Evaluation of the Federal 
Government’s activities in the field of education cannot be made 
by looking only at each individual program ; in addition, the com- 
bined effect of all programs must be considered. It is only in this 
way that gaps can be detected and that the cumulative effect of 
various programs can be assessed. 

Using this criterion raises serious questions about the effec- 
tive operation of federal aid programs. There is evidence that 
the combined effect of numerous categorical aids has produced a 
deluge of red tape that has hampered public schools ; that educa- 
tional talent is being wasted in writing up applications for small 
amounts of federal money; that the emphasis upon innovataion, 
and the search for funds to subsidize it, has resulted in the ne- 
glect of programs which have proved valuable in the past. In 
short, there is a growing conviction that the expanding list of 
federal categorical aids has produced confusion, instability, and 
distortion of educational emphasis. 

A final criterion to be used in evaluating federal categorical 
appropriations for education is: Does the appropriation tend to 
diseqmlize the financial resources available for education among 
the states ? In order to meet this criterion the federal appropria- 
tion should either tend to equalize financial resources per pupil 
(or per unit of need) among the states or at least be neutral in 
its effect. Any appropriation which provides a greater amount of 
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federal aid per pupil (or per unit of need) to the states of 
greatest wealth than to the states of least wealth has a disequal- 
izing effect. The National Educational Finance Project made a 
careful analysis of the ten principal federal categorical aids to 
elementary and secondary education and found that all of these 
appropriations either had an equalizing or neutral effect on the 
financial equalization of educational opportunity except Title 2 
of ESEA and that appropriation was a very small percent of the 
total (see Chapter 8 of Volume 4 of the National Educational Fi- 
nance Project, entitled Planning to Finance Education). 

Temporary Versus Continuing Programs 

Some federal educational programs are intended to be tempo- 
rary, but, like temporary buildings, they tend to persist beyond 
their planned termination dates. When a temporary program is 
established, a unit is created within the Federal Government to 
administer it. The employees of the unit tend to feel that their 
importance and their tenure of employment are related to the 
continuance of the program. Outside of the government, a lobby- 
ing group is formed to represent the program “beneficiaries.” 
Often an association is formed and its employees acquire personal 
interests in the continuance of the program. Finally, in the local 
school system which receives federal funds under the temporary 
program, people are employed to provide the services required to 
accomplish the purposes of the program. These employees must 
be prepared to search for new jobs when the program is termi- 
nated. Understandably, they seek another job at a time conve- 
nient to them, creating staffing problems for the program. 

For these reasons, as well as the value of the program itself, 
temporary programs are often continued beyond their usefulness. 
Temporary categorical grants are intended to provide a financial 
stimulant for selected programs or items in the school budget. 
These grants often provide temporary aid to try out new ideas. 
The grant programs are expected to terminate and not become 
part of the continuing school support program. Title II of the 
Elementary and Secondary Education Act of 1965 and some of 
the titles of the National Defense Education Act are of this type. 

On the other hand, continuing categorical grants are intended 
to finance, on a continuing basis, selected high cost school pro- 
grams such as vocational education, compensatory education, and 
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school lunches. These federal grant programs cannot be termi- 
nated without curtailing public school programs which contribute 
to important national goals. The programs supported in this way 
are usually above average in per student cost and are often 1- 
lated to other concerns of the Federal Government (e.g., voca- 
tional education to full employment; compensatory education to 
the war on poverty). 

This distinction between temporary and continuing categori- 
cal federal grant programs suggests what the “next steps” should 
be. First, definite plans should be made to terminate temporary 
categorical aid programs when they have served their purpose 
and, second, the continuing categorical grant programs should be 
consolidated. 

If temporary programs are excluded, it should be possible to 
consolidate continuing categorical aids into a few major “blocks” 
such as: 

1. Vocational education 

2. Education of children from low-income families 

3. Compensation to schools for federal tax-exempt property 

4. Education of handicapped children 

5. School food service 

6. Educational research and development 

With the consolidation of continuing categorical aids into 
major blocks, it should be possible to simplify application and 
reporting procedures under approved state plans. Along with 
these consolidated continuing grants-in-aid, it is necessary to 
have a few temporary aid programs directed at specific national 
problems, such as devising better ways for schools to combat drug 
abuse among young people. Such temporary grants-in-aid, how- 
ever, should be held to a minimum because they often lead to in- 
efficient planning and unjustifiable efforts to make them perma- 
nent. 



AID TO FEDERALLY-AFFECTED SCHOOL DISTRICTS 

One rationale for federal grants-in-aid for education is that 
the Federal Government should compensate states and school 
districts for deficiencies in the school tax base. Under this con- 
cept of the federal role, federal payments are based upon inade- 
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quacies of the school tax base. For many years, the Federal 
Government has compensated local school districts and other 
local units of government for deficiencies in the property tax 
base resulting directly from federal ownership of property. 

Three distinctly different methods have been used to deter- 
mine the amounts of payments to be made to school districts, or 
to other local units of government, to compensate for gaps in the 
property tax base created by the tax-exempt status of federal 
property. First, payments-in-lieu-of-taxes based upon the value 
of the federal property multiplied by a local tax rate are paid by 
the Federal Government for some types of tax-exempt property. 
This method of determining the federal payment parallels the 
methods used to determine the tax obligation of owners of pri- 
vate property, but it is used for only a few types of federal prop- 
erty. Moreover, some federal laws authorizing payments-in-lieu- 
of-taxes exclude the value of improvements made by the Federal 
Government in determining the amount to be paid. For exam- 
ple, payments-in-lieu-of-taxes paid by TVA are based upon tax 
losses incurred by local governments as a result of the acquisition 
by the Federal Government of property which formerly was tax- 
able. The value of dams and power plants constructed by TVA 
is not considered in determing the payment. The limitations 
of this approach are obvious. 

If the federal project becomes a basic industry employing 
thousands of people, large sums of tax funds will be needed by 
local jurisdictions to build and maintain schools, sewers, and 
streets. If the federal payments-in-lieu-of-taxes are based upon 
the value of the unimproved land, the payments will be grossly 
inadequate to finance the local governmental needs for the ex- 
panded population. On the other hand, the exclusion of improve- 
ments in determining the amount of the payments is often justi- 
fied, For example, a costly isolated missile base requiring no 
public services should not be the basis for a large payment-in- 
lieu-of-taxes, since the funds would not be needed for schools and 
local governmental services. In such cases, exclusion of the value 
of the improvements made by the Federal Government seems 
reasonable enough. 

A second approach to the problem is found in several federal 
laws relating to public land. For example, 12.5 percent of the 
revenue derived from grazing fees collected in national grazing 
districts and 50 percent of the grazing fees collected for other 
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federal lands are paid to states in which the lands are located. 
Similarly, 37.5 percent of revenues collected by the Bureau of 
Land Management for rentals and royalties from mineral rights 
on federal lands are paid to the state in which leased federally- 
owned mineral lands are located. Under another law enacted in 
1908, 25 percent of all revenues derived from the sale of timber 
and other rights on national forests are paid to states for the 
benefit of schools and roads in the county in which the forest is 
located. 

This method of determining a federal payment avoids the 
problem of determining the value of federally-owned property, 
since payments are based strictly upon the earnings of these 
properties. However, payments show a marked irregularity from 
year to year, creating windfalls some years and virtually no reve- 
nues in others. For this reason, it is difficult to incorporate these 
funds into sound budgeting and planning practices by school dis- 
tricts and other local governments. Thus, payments based upon 
annual earning 3 are not related to need and are not conducive to 
efficient use by the recipients. 

The third, and perhaps most satisfactory, method of deter- 
mining payments-in-lieu-of-taxes for school districts is found in 
Public Laws 815 and 874 enacted in the fall of 1950. These laws 
stem from an extensive study of school problems in “federally- 
affected areas” by the House Committee on Education and Labor. 
These investigations convinced members of the Committee that 
public schools located near tax-exempt federal installations are 
unable to maintain satisfactory educational programs unless the 
federally-owned housing and places of employment in the area 
contribute a fair share toward the cost of constructing and oper- 
ating public schools. Taxes levied upon privately-owned resi- 
dences, many of which were modest in value, could not be ex- 
pected to make up entirely for the failure of a federally-owned 
basic industry, such as a tax-exempt navy yard, to pay its fair 
share of the local tax requirements of the school district. 

Based upon these findings, the United States Congress in I960 
enacted Public Laws 815 and 874. The purpose was not only to 
compensate school districts for gaps in the property tax base re- 
sulting from the tax-exempt status of federal property, but also 
to assure that good public schools would be available near mili- 
tary and other federal installations. 

The method of determining federal payments under Section 
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3 of Public Law 874 to local school districts recognizes the tax- 
j exempt status of federally-owned properties and the basic justi- 

! fication for the payments. But under this section of the law, 

! which is the basis for 99 percent of all payments to school dis- 

tricts under Public Law 874, the presence of tax-exempt property 
alone is not sufficient to justify the federal payment. In addi- 
tion, there must be children attending public schools who either 
live on, or whose parents are employed on, the federal tax-exempt 
property. In this sense, the method of determining the pay- 
ment is related to the burden on public schools associated with 
the federal activity. 

i No “means test” is employed; and the federal payment is 

■ regarded as an entitlement of the school district. Thus, the Fed- 

eral Government assumes the responsibility of paying local school 
“property taxes” for both the residential and industrial property 
it owns. The amount it pays is not related directly to the value 
of the federal property, but rather to the number of public school 
children associated with it. Since no means test is employed, 
these federal contributions are often made to “wealthy” school 
districts, violating a concept that federal payments should only 
be made to school districts which demonstrate need. This would 
not be an objectionable feature of this Act if the states utilizing 
the equalization method of apportioning state funds were per- 
mitted to charge back against the districts receiving such funds 
the same percentage of local funds that is charged back under 
their apportionment formulas. Unfortunately, recent amend- 
ments prohibit this policy. 

REVENUE SHARING AND FEDERAL AID TO EDUCATION 

Numerous proposals have been advanced for the sharing of 
federal revenue with the states. Following are some factors that 
have caused interest in federal revenue sharing : 

1. The Federal Government collects approximately two- 
thirds of all tax revenue. 

2. The federal tax structure is more responsive to the econ- 
omy than state and local tax structures. 

3. The federal tax structure is less regressive than state and 
local tax structures. 
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4. Federal taxes eliminate tax competition among the state 
and local governments. 

5. The great increase in state and local taxes during the past 
two decades has created major oppositi on in many places 
to further increases in state and local taxes. 

6. The rapid urbanization of American society accompanied 
by the development of extra governmental costs in the 
core cities without compensating increases in taxpaying 
ability has created serious financial difficulties in many 
cities. 

The impact of federal revenue sharing on the public schools 
depends largely on the type of the plan and the amount of funds 
provided. 

Let us assume that Congress has decided to share a certain 
percent of federal revenue with the states and it has the follow- 
ing alternatives under consideration: 

1. Plan A. All of the federally shared revenue is allocated 
to the states on a population basis with no federal require- 
ments with respect to its allocation to governmental serv- 
ices. States at present vary widely in the percent of state 
revenue allocated to the public schools. With no federal 
requirement with respect to the percent of the shared fed- 
eral revenue to allocate to the public schools, the states 
would undoubtedly vary widely in the percent of the 
shared federal revenue allocated to the public schools. 
Therefore, no estimate could be made of the financial im- 
pact of shared federal revenue in each state under Plan A. 

2. Plan B. A fixed percent of the shared federal revenue 
would be allocated to the states on a population basis and 
a fixed percent to the large cities either on a population 
basis or on the basis of municipal taxes paid. The percent 
of shared federal revenue allocated to the states under 
Plan B would have the same financial impact on the public 
schools as Plan A. The financial impact on the public 
schools of the federal revenue shared with the great cities 
would be still more difficult to analyze. Some cities do not 
share municipal revenue with the public schools and the 
cities that do share such revenue vary widely in the per- 
cent of municipal revenue allocated to the public schools. 
In some states the boundaries of the school district are 






j l^ gg ***vr r m ~i ***~ y»r ? *1 ^ ^ yr y gr 







fc 

K 



{ 

[ 

i 



f 

f 

V 

I: 

( 

f 

r 



► 




-^iv^^.Knr 



FEDERAL FINANCE PROGRAMS 209 

not coterminous with those of the municipality. This is 
especially significant in a school district county unit state 
such as Florida. Therefore, it is impossible to assess the 
financial impact on the public schools of federal revenue 
shared with the cities. 

3. Plan C. Shared federal revenue is allocated to the states 
on the basis of population with the requirement that a 
fixed percent be allocated to the public schools. It would 
be possible to estimate the amount o\' the shared federal 
revenue that would be allocated to the public schools under 
Plan C once the total amount of federal revenue to be 
shared with each state is determined and the percent to 
allocate to the public schools is also fixed. For example, 
let us assume that it has been determined that $18,000,- 
000,000 of federal revenue will be shared with the states 
in a given fiscal year and that each state must allocate a 
minimum of 40 percent of this revenue to the public 
schools. Tl is equals $7,200,000,000 or slightly more than 
20 percent o': state and local revenue for the public schools 
in 1969-70. Assuming that each state allocates exactly 40 
percent of the shared revenue, Plan C for shared federal 
revenue would have roughly the same financial impact on 
the public schools as Plan II for general federal aid an- 
alyzed in Tables 2 and 5. The principal difference would 
be that under Plan C, federal funds would be allocated on 
the basis of total population and under Plan II on average 
daily membership in the public schools. If some states 
allocated to the public schools more than the required min- 
imum of 40 percent of shared federal revenue, then the 
public schools would receive more federal revenue under 
Plan C than Plan II. 

Congress, of course, could consider numerous other alterna- 
tives for allocating shared federal revenue. The principal issues 
are: 

1. How much federal revenue should be shared? 

2. How much control over the allocation of shared federal 
revenue to competing governmental services should be ex- 
ercised by the Congress? 

As already pointed out above, the. public schools should re- 
ceive at least 22 percent and preferably 30 percent of their total 
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revenue from the federal government in order for the schools to 
have an adequate tax base and in order for the federal govern- 
ment to accomplish legitimate and appropriate federal purposes. 
Therefore, any long range revenue sharing plan which would as- 
sure the public schools substantially less than the 22 to 30 percent 
of total revenue would be inadequate. 

If the Congress wishes to exercise no control whatsoever over 
the allocation of shared federal revenue to various state and local 
governmental functions in the states, then Plan A would be the 
preferred plan. 

If Congress wishes to assure that the cities will receive what 
Congress desms to be an appropriate portion of shared federal 
revenue and Congress is not concerned about the amount of the 
shared federal revenue that will be allocated to the public schools, 
Plan B would be the preferred plan. 

If Congress wishes to assure that the public schools will re- 
ceive what it deems to be an appropriate percentage of shared 
federal revenue and it is not concerned about the amount of the 
shared federal revenue that would be allocated to the cities, Plan 
C would be the preferred plan. 

If Congress wishes to assure that both the public schools and 
the cities receive what it deems to be appropriate percentages re- 
pectively, of federal shared revenue, then a combination of Plans 
A, B and C would be the preferred plan. Under such a plan, the 
Congress would determine the percentage of the federal shared 
revenue to be allocated to the public schools, the percentage to be 
allocated to the cities and the percentage to be allocated to the 
states to be appropriated for such governmental services as de- 
termined by the respective state legislatures. 

Insofar as the public schools are concerned, Plan C or a com- 
bination of Plans A, B and C would provide the most favorable 
financial impact on the public schools, assuming that the amount 
of federal revenue shared with the states is adequate to substan- 
tially accomplish the purposes of federal aid to the schools. It is 
beyond the scope of this report to analyze all plans that have 
been proposed for revenue sharing. Almost any plan for federal 
revenue sharing under which federal revenue is collected nation- 
wide and distributed back to the states by some objective measure 
of need such as population will have a desirable financial impact 
on public school financing, provided the amount of revenue shared 
is substantial. Any such plan has an equalizing effect by redis- 
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tributing income. Some plans, of course, would provide more fi- 
nancial assistance to the public schools than others. About the 
only type of revenue sharing plan that would be of no financial 
assistance to the public schools nationwide is a plan under which 
the federal government allocated back to each state a uniform 
percentage of the federal revenue collected in that state. Such a 
plan would have no equalizing effect whatsoever. 



GENERAL PURPOSE GRANTS-IN-AID TO STATES FOR 

EDUCATION 

Proposals for general purpose federal grants-in-aid for public 
elementary and secondary schools have been presented to the U. 
S. Congress regularly for more than a third of a century. With 
equal regularity, the Congress has declined to enact a general 
support program for public schools. During recent years, how- 
ever, there has been renewed interest in “block grants” for edu- 
cation as well as proposals to share federal revenues with state 
governments. These proposals reflect a general concern that fed- 
eral fiscal dominance has led to a highly centralized control of 
public services. They are intended to strengthen decentralized 
control of education and other public services. 

Federal grants for vocational education, compensatory edu- 
cation, special education, and research and development are not 
sufficient to produce needed improvements in elementary and 
secondary education. In addition to these “block grants,” federal 
action is needed to increase general purpose income available for 
elementary and secondary schools. 

One approach to the problem is to relieve states of other bur- 
dens, especially welfare costs, so that they will have sufficient 
funds to support education. While such federal action would aid 
states materially, it probably would fall short of assuring an ade- 
quate financial base for elementary and secondary schools in all 
states. Even if this approach is supplemented with a revenue 
sharing program, adequate educational programs in all states 
would not be achieved unless part of the shared revenues were 
earmarked for education. 

In considering proposals for general federal aid for education, 
three approaches or plans and one combination plan are ana- 
lyzed : 
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1. Plan I - The national foundation program financed from 
a combination of federal, state and local funds. 

2. Plan II - Equal federal grants per student with no require- 
ment of state and local effort to support education. 

3. Plan III - Equal federal plan grants per student for equal 
state and local effort in proportion to ability. 

4. Plan IV - A combination of Plan I and Plan II. 

Each of these approaches emphasizes different federal purposes. 

Following are some of the principal purposes of general fed- 
eral aid: 

1. To equalize educational opportunity among the states. 

2. To transfer the administration and control of federal aid 
from Washington to the states. 

3. To relieve the state and local tax burdens of all states. 

4. To stimulate or at least preserve state and local effort to 
finance education. 

5. To develop a plan which is politically acceptable in all or 
most states. 

In the following sections of this chapter, these three ap- 
proaches and one combination approach to general federal aid 
are presented and analyzed in terms of these purposes. In order 
to compare these three approaches, tables are presented showing 
the impact of each approach on all 50 states. In order to make 
these three approaches comparable, approximately the same 
amount of federal aid is allocated under each formula and ap- 
plied to data for 1969-70. The total amount of general federal 
aid used to demonstrate the impact of each of these formulas was 
calculated at approximately 20 percent of state and local revenues 
for the public schools for 1969-70. The figure of 20 percent of 
state and local revenue was selected for the following reasons: 
(1) the federal appropriation must be at least 20 percent of state 
and local revenue for schools in order to effectively accomplish 
the principal purposes of general federal aid and (2) such a per- 
centage figure or a higher figure could be written into the general 
federal authorizing act thus providing a long range plan for de- 
termining the federal appropriations for general federal aid. 

Plan I — The National Foundation Program 

In this approach to federal support for public schools, each 
state would receive a federal contribution based upon its need. 
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Obviously, the need could not be based upon the actual deficit in 
the public school budget. Such an approach would encourage 

states to spend more and allocate less state and local tax funds to 
public schools. 

Wien the foundation program approach is suggested, it is as- 
sume that objective formulas can be developed to determine: 

(1) the amount of money a state needs annually to provide suit- 
able schooling for all public school students, and (2) the amount 
of money a state should be expected to provide annually from 
state and local sources for this purpose. The difference between 

these two sums for each state determines the amount of federal 
aid it needs. 

Various formulas for determining the amount a state needs 
to spend for public schools and the amount it should be expected 
to raise from state and local sources have been suggested. The 
simplest formula is obtained by assuming that each state (1) 
needs to spend the same amount per public school student, and 

(2) should contribute annually for this purpose the same percent 
of its total personal income payments. 

To illustrate the operation of such a formula, let the needed 
annual expenditure rate be $800 per student and the expected 
state contribution rate be 4 percent of its total personal income. 2 
The amount of federal funds needed in each state under this 
formula, based on 1969 personal income and 1969-70 A.D.M., is 
calculated in Table 8-1. Some states would receive no federal 
payments under this plan, since 4 percent of their personal in- 
come exceeds $800 per pupil. The total amount of federal aid 
required for such a national foundation program is $7,160 mil- 
lions. The federal contribution under such a foundation pro- 
gram would have been approximately 20 percent of state and local 
school revenues in 1969-70. The amount of federal funds re- 
quired would, of course, be less if the $800 per student were re- 
duced, or if the 4 percent state contribution rate were raised to 
6 percent. This plan is identical to the Strayer-Haig formula 

for apportioning state funds described in Chapter 10 of this vol- 
ume. 

Such adjustments in the formula fail to resolve certain other 
issues— the implied assumption (1) that the average cost per stu- 
dent of suitable education is the same in all states, and (2) that 
the states of greatest wealth should receive little or no general 
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federal revenue for the public schools despite the fact that such 
states pay the greatest amount of federal taxes per capita. 

Actual expenditure rates per student differ greatly from state 
to state .primarily because salaries paid school employees differ 
greatly. In the state with the greatest personal income per cap- 
ita, the average annual salary of public school teachers is approxi- 
mately twice the average annual salary paid in the state with the 
lowest income per capita. 

One interpretation is that since per capita income measures 
the prevailing average wage rates for all workers in a state, 
teachers tend to occupy similar positions within the salary hier- 
archy in each state. Under this interpretation, differences in 
teachers’ salaries and other school employees reflect general wage 
rates in each state and can be expected to continue until there has 
been a change in per capita income and the prevailing wage rates 
in the state. 

This line of reasoning would seem to imply that low income 
states should provide low quality schools for their children as- 
suming that there is a relationship between the quality of educa- 
tion and the expenditure level. Numerous studies have shown 
that the low per pupil expenditure states on the average have a 
considerably higher percent of draftee rejections because of edu- 
cational deficiencies than the high expenditure states. 

A different interpretation stresses per capita income as a 
measure of fiscal capacity. Under this interpretation, teachers 
are underpaid in the low per capita income states, not because 
they are paid in accordance with prevailing wage rates, but be- 
cause the state has an inadequate school tax base due to poverty. 
If this analysis is correct, then it is appropriate to ask the fed- 
eral government to compensate for deficiencies in the school tax 
base by providing substantial amounts of general aid for low in- 
come states. Some would recommend that the federal govern- 
ment provide sufficient funds to assure an acceptable level of edu- 
cation in all states. Such a program would substantially reduce 
the present wide differentials among the states in teachers’ sala- 
ries. 

If it is assumed that the per pupil cost of education for an 
equal quality of education varies among the states, it should be 
possible to determine by research what causes those differences 
and what cost differentials should be provided. Such differentials 
might be due to difference in cost of living or differences in 
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sparsity or density of population or possibly other factors. The 
National Educational Finance Project did not have the resources 
to undertake that research. However, it should be technically 
possible to solve this problem. 

In Chapter 6 of this volume, it is pointed out that the cost 
per pupil for certain target populations such as vocational stu- 
dents, the handicapped and the culturally disadvantaged is con- 
siderably higher than for other students. It has already been 
recommended in this chapter that the federal categorical aids 
for these high cost students be continued. If the federal cate- 
gorical appropriations for these high cost pupils are adequate, 
there is no need to provide for cost differentials for these target 
populations in the general federal aid appropriation. 

It will be noted that under the national foundation program 
computed in Table 8-1, high income states, though they are paying 
the greatest amount of federal taxes per capita, would receive 
little, if any, federal aid. This form of general purpose aid for 
elementary and secondary schools was widely supported during 
the 1930's and 1940’s when the per capita income of New York 
(the state of greatest wealth) was four times as great as in Mis- 
sissippi, the state of least wealth. Now the ratio between the 
per capita income in New York and Mississippi has been reduced 
to 2 to 1. Furthermore, a generation ago, the public school sys- 
tems and governmental services generally of the wealthy urban 
states were considered satisfactory and the tax burden for state 
and local governments in those states was not considered heavy. 
However, that situation has changed. With the rapid urbaniza- 
tion of American society and the concentration of low income and 
disadvantaged persons in the core cities, the costs of state and 
local government, including the public schools, have increased 
enormously in those states and tax burdens have become oner- 
ous. Furthermore, governmental services, including the public 
schools are not now considered adequate in these states. 

For this reason, a federal aid program which fails to increase 
financial support for schools in the so-called wealthy urban states 
falls short of national goals at this time. 

Summarizing, the national foundation program approach 
equalizes the financial resources available per pupil better than 
any other approach. In 1969-70, the state, local and federal cate- 
gorical revenue available per pupil ranged from a high of $1,325 
to a low of $523, a ratio of 2.53 to 1. Table 8-5 shows that Plan 
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I, the national foundation approach, (assuming that general fed- 
eral aid would be equal to approximately 20 percent of state and 
local revenue) would have provided a total of $1,325 per pupil 
from state, local and federal categorical and federal general aid 
in the state with the most revenue per pupil and $844 per pupil 
in the state with the least revenue, a ratio of 1.57 to 1. A compar- 
ison of each of the plans analyzed is presented in Table 8-5. 

The national foundation approach would also tend to transfer 
the control of federal aid from Washington to the states. How- 
ever, the national foundation program approach would not re- 
lieve state and local tax burdens in all states, nor would it stim- 
ulate state and local effort in all states because under this ap- 
proach, a number of states would receive little or no federal 
aid. Furthermore, there is but little reason to believe that this 
approach would be politically acceptable because of the reasons 
pointed out above. Therefore, the national foundation program 
approach would fail to accomplish a number of important federal 
purposes. 

Plan II — Equal Federal Grants per Student with No Requirement 
of State and Local Effort 

The simplest plan for providing federal aid to the states for 
the general support of elementary and secondary schools is to 
grant each state an equal amount per student without reference 
to variations in taxpaying ability or effort. If the amount pro- 
vided on this basis is substantial, then considerable equalization 
of public school support among states would be achieved. 

Under such a plan, all states would start with unequal 
amounts of state and local funds per student, and then each state 
would receive an equal amount per pupil in general federal aid. 
This approacn would reduce the ratio between the funds avail- 
able per pupil in the state of greatest wealth to the funds avail- 
able per pupil in the state of least wealth but not as much as 
under the national foundation program plan. Table 8-5 shows 
that under the national foundation program plan, the ratio of 
funds available per pupil in the. most wealthy state to the state 
of least wealth was 1.57 to 1 and under the equal grant amount 
of general federal aid, the ratio would be 2.18 to 1. Table 8-2 
shows the allocation to each state under Plan II. 

Moreover, the high income states, through the operation of 
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the progressive federal income tax, would contribute in federal 
taxes much more than they would receive, while the low income 
states would receive more than their citizens contribute to the 
federal government in taxes. 

Attention has been directed in the previous section of this 
chapter that states vary considerably in per capita income and 
also they probably vary somewhat in the cost of living. Gener- 
ally speaking the high per capita income states are also the states 
with the highest living costs. Therefore, a flat grant of an equal 
amount per pupil probably over allocates in terms of living costs 
to the states of least wealth but it also over allocates to the states 
of greatest wealth in terms of taxpaying ability. Therefore, the 
flat grant formula of an equal amount per pupil tends to be partly 
self corrective although variations in the cost of living* among the 

states are no doubt considerably less than variations in taxpaying 
ability. 

Summarizing, Plan II provides for some equalization of finan- 
cial resources among the states but not nearly as much as Plan 
I, it transfers the administration and control of federal aid from 
Washington to the states, it relieves state and local tax burdens 
m all states as well as or better than any other plan, it does not 
stimulate or preserve state and local effort to finance education 
and it is perhaps as politically acceptable or more acceptable than 
any of the plans analyzed. 

Perhaps the greatest weakness of this plan is the inherent 
danger that states might gradually reduce their contribution to 
public school support, making public schools increasingly a fed- 
eral responsibility and perhaps even reducing the total revenue 
available for the support of the public schools in some states. 

To avoid this danger, the equal federal grant for equal effort 
in proportion to ability plan is suggested. 



Plan III— Equal Federal Grant Per Pupil for Equal Effort in 
Proportion to Ability 3 

The federal government could provide an incentive to the 
states for making a reasonable effort in relation to their ability 
to support their public schools from state and local funds. It has 
been argued that the personal income a state has available to sup- 
port education is the net personal income available after provid- 
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ing for at least the subsistence of all of its citizens and after 
paying federal personal income taxes (see Chapter 4 of this vol- 
ume). It has also been argued for example, that a state with a 
total population of five million, and a school enrollment of one 
million and total personal income of 12 billion has less tax- 
paying ability than a state with a total population of 4 million, 
a school enrollment of one million and a total personal income of 
$12 billion. This seems reasonable because one of these states has 
one million more population than the other state for whom at 
least subsistence must be provided. The measure of ability de- 
scribed in Chapter 4 of this volume and applied to Plan III 
in this section meets these objections because net income is 
computed by this method by deducting $750 per capita for sub- 
sistence and also deducting federal personal income taxes paid. 
It could well be argued that this measure of net income could be 
improved by deducting a more realistic figure, such as $1,200 per 
capita, for subsistence. It could also be argued that the per 
capita subsistence cost varies among the states due to variations 
in the cost of living. This is no doubt true and with adequate 
research, defensible variations among the states in per capita 
costs of subsistence could be determined. 

Plan III, shown in Table 8-3, simply provides that each state 
is allotted $158 per pupil in average daily membership by the fed- 
eral government if it makes a state and local tax effort to support 
its schools equal to or greater than 6.24 percent of net income 
which was the average effort made by the states in 1969-70. If 
a state makes an effort of less than 6.24 percent of its net income, 
it would receive proportionately less. For example, in 1969-70, 
Alabama made only 88 percent of the national average effort to 
support its schools and under Plan III, it would receive only 88 
percent of $158 per pupil or $139. It is not suggested under Plan 
III that the national average effort of the states be computed 
each year but rather that the Congress would set some figure, for 
example 6.5 percent of net income as the minimum effort each 
state would be required to make in order to obtain its full allot- 
ment of federal funds. This provision should stimulate the states 
to preserve a reasonable state and local effort to support schools 
if the federal government provides from 20 to 30 percent of 
school revenue. The greater the proportion of federal revenue 
provided, the greater would be the incentive to continue state 
or local effort under Plan III. 
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Pl an HI would provide an even more powerful incentive for 
the state and local governments to preserve and even increase 
state and local effort to support education if no limit is placed by 
the federal government on the percent of personal income allo- 
cated to education it would reimburse. If no limit were placed on 
the reimbursable percentage of income, the states might be en- 
couraged to make a misallocation of resources simply to obtain 
more federal funds because without a limit, the more state and 
local funds a state expended on education, the more federal funds 
it would receive. It is sound public policy for the federal govern- 
ment to require the states to make a reasonable effort in propor- 
tion to ability to finance a governmental service which is jointly 
funded as a condition of receiving federal funds. However, it 
does not seem to be sound public policy for the federal govern- 
ment to allocate federal funds for any governmental service such 
as highways, welfare, education, etc. on the basis of “the more 
you spend, the more federal funds you get.” It would seem to be 
sound public policy to allocate available public funds among com- 
peting governmental services on the basis of relative needs and 
anticipated benefits. 

Summarizing, Plan III equalizes financial resources per pupil 
among the states about as well as Plan II but much less than Plan 
I, rt transfers the administration and control of state aid from 
Washington to the states as well as any plan, it relieves state and 
local tax burdens in all states proportionally as much as Plan II 
and more uniformly than Plan I, it stimulates all states to pre- 
serve state and local effort to support education and is more po- 
litically acceptable than Plan I. Plan III should be politically as 
acceptable or even more acceptable than Plan II. It might be ar- 
gued that neither Plan HI nor any of the other plans presented 
for allocating general federal aid relieve state and local tax bur- 
dens because all of these plans assume continued state and local 
effort which would be supplemented by general federal aid. It 
is not anticipated that any of these plans would result in a reduc- 
tion of present state and local effort to support education. How- 
ever, it is assumed that the need for further increases in state 
and local taxes, in order to meet increasing school costs, will not 
be so urgent if the federal government provides an appropriation 
for general aid, at least equivalent to 20 percent of state and local 
revenues for the public schools. 
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Plan IV — A Combination of Plan I and Plan II 

Under this plan, one-half of the federal appropriation for gen- 
eral aid would be apportioned under Plan I and one-half under 
Plan II. Table 8-4 shows the allocation that would be received by 
each state under this plan. Table 8-5 shows that the 1969-70 
ratio of revenue per pupil in the state with the greatest revenue 
per pupil to the state with the least revenue would be reduced 
from 2.53 to 1 to 1.72 to 1 under Plan IV. 

Analyzed in terms of some of the principal purposes of federal 
aid : Plan IV provides for more equalization of financial resources 
among the states than Plan II or Plan III but less than Plan I, it 
transfers the administration and control of federal aid from 
Washington to the states ; it provides some relief of the burden 
of state and local taxes in all states but not as uniformly as Plans 
I and II, it provides some stimulus for preserving state and local 
effort but not as great a stimulus or as uniformly as Plan III ; it 
is probably more politically acceptable than Plan I but probably 
not as politically acceptable as Plans II and III. 



Other Alternative Plans for Allocating General Federal Aid 

A large number of alternative plans for apportioning general 
federal aid could be developed from various combinations of the 
v itrrnatives analyzed above. For example, Plan V might be the 
allocation of one-half of the federal appropriation on fhe basis of 
Plan I and one-half on Plan III. No table is presented for show- 
ing the impact of Plan V on the states. However, Plan V could 
be evaluated as follows: It would provide for about the same 
equalization of financial resources as Plan IV, more than Plans II 
and III but less than Plan I ; it would transfer the administration 
and control of federal aid from Washington to the states as well 
as any plan analyzed; it would relieve state and local tax bur- 
dens of all states as well as Plan IV, better than Plan I but not 
as much as Plans II and III; it would stimulate the preservation 
of state and local effort to finance education in all states more 
than Plans I, II and IV but not as much jas Plan III ; and it would 
probably be more politically acceptable than Plan I, equally ac- 
ceptable as Plan IV, but probably less politically acceptable than 
Plans II and III. 

What is the best plan for apportioning general federal aid 
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TABLE 8-1 

p LAN I— Federal Contribution to Each State, Based on A National 
Foundation Program of $800 Per Pupil, With A Local Contribution 
Equal to Four Percent of 1969 State Personal Income 



State 


1888-1970 
ADM in 
Public Elem. A 
Sec . School* * 
(in thousands) 


ADM 
X $ 800 


of 

Pertonal 

Income 


Federal 
Contri- 
bution • 


Federal 
Contri- 
bution 
Per Pupa 
in ADM 


U. S. TOTAL 


46,100* 


(86,080 


(29,628 


(7,160 





Alaska 

Arizona 

Arkansas 

California 

Colorado 

Connecticut 

Delaware 

Florida 

Georgia 

Hawaii 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 

Massachusetts 

Michigan 

Minnesota 

Mississippi 

Missouri 

Montana 

Nebraska 

Nevada 

New Hampshire 
New Jersey 
New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 

Oklahoma 

Oregon 

Pennsylvania 

Rhode Island 

South Carolina 

South Dakota 

Tennessee 

Texas 

Utah 

Vermont 

Virginia 

Washington 

West Virginia 

Wisconsin 

Wyoming 



820 


666 


866 


291 


866 


77 


62 


60 


12 


166 


417 


884 


228 


106 


254 


486 


849 


199 


150 


844 


4,925 


8,940 


8,886 


604 


128 


684 


427 


808 


124 


282 


640 


512 


661 


, 0 


0 


129 


108 


89 


14 


109 


1,408 


1,126 


896 


280 


168 


1,098 


878 


670 


808 


281 


179 


148 


122 


21 


117 


186* 


148 


85 


68 


841 


2,282 


1,786 


1,894 


0 


0 


1,274 


1,019 


766 


264 


207 


664 


582 


896 


187 


209 


496 


897 


824 


78 


147 


692 


554 


868 


186 


269 


848 


674 


417 


267 


305 


289 


191 


119 


72 


801 


884 


707 


618 


94 


106 


1,182 


906 


909 


0 


0 


2,141* 


1,718 


1,400 


818 


146 


918 


780 


688 


192 


210 


559 


447 


209 


288 


426 


976* 


781 


648 


188 


141 


178 


188 


87 


51 


296 


829 


268 


209 


54 


164 


122 


98 


81 


17 


189 


149 


119 


100 


19 


128 


1,449 


1,169 


1,212 


0 


0 


276 


221 


115 


106 


884 


8,449 


2,759 


8,265 


0 


0 


1,171 


987 


601 


886 


287 


147 


118 


74 


44 


298 


2,899 


1,919 


1,606 


818 


180 


606 


485 


818 


172 


284 


467 


874 


290 


84 


180 


2,820 


1,856 


1,727 


129 


66 


178 


142 


141 


1 


6 


640 


512 


281 


281 


861 


165 


182 


80 


52 


815 


880 


704 


448 


256 


291 


2,598 


2,078 


1,468 


620 


289 


802 


242 


125 


117 


887 


103 


82 


67 


25 


248 


1,068 


850 


618 


282 


218 


828 


658 


524 


184 


1 68 


897* 


818 


189 


129 


825 


926 


741 


615 


126 


186 


85 


68 


48 


25 


294 



a — estimated by NEA Research Division, 
b-estimated by staff, based on ADA figures for 1969-1970. 
c—Total for states which would get funds. No state is credited with a 
2!?®^ a ” lount 1 J e " ce » thi » ?>ore than U. S. total ADM x $800 minus 

* personal income, which is only $6,462 million. 

?? UR p7 S: 4 Colu ™S -Research Division, National Educational Associa- 
°f School Statistics, 1970-71 (NEA: Washington, D.C., 

1970) Table 8, column 6. Column 3: Column 2 multiplied by $800. 

? e S 80nal Income multiplied by 4 percent. Personal Income for 
1969 obtained from U. S. Department of Commerce, Office of Business 
Statists: Survey of Current Business, (Washington, D.C. : U. S. Govern- 
ment Printing Office) Volume 60, No. 8, August 1970, p. 84. Column 5: 
Column 3 minus column 4. 
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to each purpose, ft £<£e priorit y *>signe 

through their elected officials sTrrtna 'at^w*^ people e * ercise 
these determinations. Insofar as th/ l| fc f * deral leveI to mak 
they would be greatly benefited hv» P b n 3Ch<X>la ire concerned 
«onment analyzed above or l v “^native plan of appor 
that the amount of general feder^i' m J nati0n tflereof provide! 

equal to or greater than the mtom ™ appropria ‘«< would be 

"an the minimum amount suggested in this 
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TABLE 8-2 



WlTH No 



Total 

Contribution 
$158 Times 
ADM of 
Each State 
(in millions ) 



Total 

Contribution 
$158 Times 
ADM of 
Each State 
(in millions) 




Alabama 
Alaska 
Arizona 
Arkansas 
California 
Colorado 
Connecticut 
Delaware 
Florida 
Georgia 

Hawaii 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 

Massachusetts 

Michigan 

Minnesota 



130 

12 

66 

69 

778 

84 

101 

20 

222 

173 

28 

29 

363 

201 

103 

78 

109 

133 

38 

140 

179 

338 

144 



Missouri 



Montana 
Nebraska 
Nevada 

New Hampshire 
New Jersey 

New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 

Oklahoma 
Oregon 
Pennsylvania 
Rhode Island 
South Carolina 

South Dakota 

Tennessee 

Texas 

Utah 

Vermont 

Virginia 
Washington 
West Virginia 
Wisconsin 
Wyoming 



27 

62 

19 

24 

229 

44 

646 

186 

23 

379 

96 

74 

367 

28 

101 

26 

139 

410 

48 

16 

168 

130 

63 

146 

13 
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TABLE 8-3 

Equal Grant Per Pupil for Equal Effort in Proportion to Ability 



State 



State and Local 
Revenue for the 
Sc/100/0 00 a 
Percentage of 
Net Personal 
Income * 



Relative 
Effort of 
Each 
State h 



Federal 

Grant 

Per 



Total 
Federal 
Grant d fin 
thousands) 



(D 

U. S. Total 



(t) 

6.24 


(i) 

1.00 


U) 

158 


6.60 


.88 


139 


6.21 


1.00 


158 


7.71 


1.24 


158 


6.15 


.99 


156 


6.48 


1.04 


158 


6.61 


1.06 


158 


5.64 


.90 


142 


7.19 


1.15 


158 


6.33 


1.01 


158 


.92 


.92 


145 


1.02 


1.02 


158 


1.14 


1.14 


158 


.86 


.86 


136 


1.05 


1.05 


158 


1.13 


1.13 


158 


1.07 


1.07 


158 


.92 


.92 


145 


1.19 


1.19 


158 


1.03 


1.03 


158 


1.08 


1.08 


158 


5.22 


.84 


133 


6.44 


1.03 


158 



( 5 ) 

7,125,800 



Alabama 

Alaska 

Arizona 

Arkansas 

California 

Colorado 

Connecticut 

Delaware 

Florida 

Georgia 

Hawaii 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 

Massachusetts 

Michigan 

Minnesota 



Missouri 
Montana 
Nebraska 
Nevada 

New Hampshire 
New Jersey 
New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 

Oklahoma 

Oregon 

Pennsylvania 

Rhode Island 

South Carolina 

South Dakota 

Tennessee 

Texas 

Utah 

Vermont 

Virginia 

Washington 

West Virginia 

Wisconsin 

Wyoming 



7.84 

5.52 

8.06 

5.00 

5.93 

5.37 

5.72 

8.90 
6.99 
5.89 

7.14 
5.30 

5.66 

8.02 

6.15 

5.15 

6.66 

5.91 
5.86 
5.43 
8.40 

7.53 
6.28 
6.25 
7.63 
6.61 

6.54 



1.18 

1.26 

.88 

1.29 

.80 

.95 

.86 

.92 

1.43 

1.12 

.94 

1.14 

.85 

.91 

1.29 

.99 

.83 

1.07 

.95 

.94 

.87 

1.35 

1.21 

1.01 

1.00 

1.22 

1.06 

1.05 



158 

158 

139 

158 

126 

150 

136 
145 
158 
158 

149 
158 
134 
144 
158 
156 
131 
158 

150 
149 

137 
158 
158 
158 
158 
158 
158 
158 



113,980 

12,166 

65,886 

78,016 

778,150 

84,372 

90,880 

20,382 

222,464 

159,210 

28,282 

29,230 

303,552 

201,292 

103,332' 

78,368 

100,340 

133,194 

37,762 

139,672 

150,556 

338,436 

144,254 

88,322 

135,664 

27,334 

41,454 

18,300 

20.264 
210,105 

43,608 

544,942 

174,479 

23,226 

321,466 

87.264 
73,786 

361,920 

23,318 

101,120 

24,750 

131,120 

355,926 

47,716 

16,274 

167,954 

130,034 

62,726 

146,308 

13,430 



®luS?S te l }.2°4 ? tHiS V ° 1Ume f0r the method 

'Column 3 not in excess of 1.00 times $158 
‘Column 4 times the ADM of each state. 



of computation. 
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chapter. The minimum amount of federal aid needed in order to 
at least make some significant impact on the accomplishment of 
legitimate federal purposes, including present categorical aids 
plus the proposed general aid of 20 percent of state and local 
school revenue, would total approximately 21 percent of total 
school revenue. Those purposes would be much more adequately 
accomplished if the federal government would provide 30 percent 
of total school revenues. 

It has been recommended earlier in this chapter that block 
categorical grants for the education of certain high cost target 
populations such as vocational students, the handicapped and the 
culturally disadvantaged be continued. The percent of the total 
school enrollment of these high cost pupils varies from state to 
state, especially the percent of the culturally disadvantaged. If 
the categorical appropriations for these high cost pupils are 
discontinued, the allocations per pupil for general aid should be 
varied appropriately in order to reflect these higher costs. 

Finally, numerous proposals have been made concerning the 
controls the federal government should retain over general aid. 
Those proposals range all the way from no controls whatsoever 
to detailed controls similar to those now being exercised over 
some categorical grants. The National Educational Finance 
Project favors the minimum of federal controls over general fed- 
eral aid necessary to attain the basic federal purposes in provid- 
ing general aid. 



FOOTNOTES 

1. NOTE : This section draws extensively from a paper by Erick Lind- 
man entitled “Criteria for Coordinating Federal Programs” reported in 
Proceedings of Tenth Annual Conference on School Finance, Washing- 
ton, D. C.: National Education Association, 1967. 

2. A better measure of the relative measure of the state to support edu- 
cation is described in Chapter 4 and applied to Plan III in this chapter. 

3. This is sometimes called the equalized matching plan. 



236 



e * 






CHAPTER 9 



Criteria for Evaluating State Financing 
Plans for the Public Schools 



A comprehensive state school finance plan should be developed 
only after making antecedent decisions on certain fundamental 
policy issues, as follows: 

1. The educational objectives. 

2. The scope, content and quality of the program to accom- 
plish the objectives. 

3. The organizational arrangements for providing public 
schooling. 

4. The level of financing that is required to provide the pro- 
gram desired. 

5. The extent to which educational opportunity within the 
state will be equalized. 

6. The degree of progressivity or regressivity of the tax 
structure used to finance the schools. 

The National Educational Finance Project has developed sev- 
eral methods for evaluating the state school finance plan for im- 
plementing decisions on these policy issues. 

In the latter part of this chapter, techniques are presented for 
(1) evaluating the extent to which the school finance plan equal- 
izes educational opportunity within a state and (2) evaluating 
the relative progressivity of the tax structure of a state for fi- 
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nancing the public schools. These techniques do not encompass 
all of the characteristics of school finance programs which should 
be examined. Therefore, a check list of desirable characteristics 
of a state’s plan for financing the public schools is presented 
below. These criteria can be used by any state to evaluate its 
school financing plan. 



CHECK LIST OF CRITERIA FOR EVALUATING 
THE STATE SCHOOL FINANCE PROGRAM 

A comprehensive state school finance plan must deal with at 
least three major types of public policy issues: 

1. The scope, content and quality of the public school pro- 
gram ; 

2. The organizational arrangements for providing public 
schooling; 

3. The level and method of financing public schools. 

For convenience of presentation, criteria for state school finance 
plans rnay be grouped under these headings as they are below ; 
however, the interrelated nature of the criteria should not be ig- 
nored when they are used in making a state study. 



Program Criteria 

The state school finance plan should : 

1. Provide local school systems a level of support for an edu- 
cational program commensurate with the relative finan- 
cial ability of the state. 

2. Include provisions for innovation and improvement in in- 
structional programs. 

3. Include provisions for the identification and evaluation of 
alternative methods of accomplishing educational objec- 
tives. 

4. Provide a system for local districts to develop program 
and financial data which permit accountability to the pi b- 
lic. 

5. Substantially equalize educational opportunity throughout 
the state. 
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Organizational Criteria 

The state school finance plan should financially penalize or at 

least not financially reward: 

6. The establishment or continuation of small inefficient 
school districts; 

7. The establishment or continuation of small inefficient en- 
rollment centers, except in cases resulting from geographi- 
cal isolation; 

8. The continuation or establishment of school districts 
which segregate pockets of wealth or leave pockets of pov- 
erty in the state or result in the segregation of pupils by 
race or socio-economic class ; 

9. The continuation or establishment of school enrollment 
centers which result in the segregation of pupils by race, 
religion or socio-economic class. 

Finance Criteria 

The state school finance plan should : 

10. Include all current expenditures as well as capital outlay 
and debt service to facilitate equitable budgetaiy planning 
for all phases of each district’s educational program. 

11. Recognize variation in per pupil program costs for local 
school districts associated with specialized educational ac- 
tivities needed by some but not all students, such as voca- 
tional education, education of exceptional or handicapped 
pupils, and compensatory education. 

12. Recognize differences in per pupil local district costs as- 
sociated with factors such as sparsity and density of pop- 
ulation, e.g., pupil transportation, extra costs of isolated 
schools, variations in cost of living. 

13. Be funded through an integrated package which facil- 
itates equitable budgetary planning by the local school dis- 
trict. 

14. Utilize objective measures in allocating state school funds 
to local school districts. 

15. Be based on a productive, diversified and equitable tax 
system. 

Integrate federal funds with state funds and allocate to 
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local districts in conformance with the criteria herein set 
forth to the extent permitted by federal laws and regula- 
tions. 

In addition to these criteria which can be used as guides to 
the evaluation of state school finance plans, two techniques have 
been developed by the National Educational Finance Project for 
evaluating a state’s school finance plan by objective means. These 
procedures are designed to evaluate the two most commonly ac- 
cepted goals of state school finance plans: (1) to equalize educa- 
tional opportunities for pupils, and (2) to provide an equitable 
tax system for financing the public schools. Objective instru- 
ments are presented in the following sections of this chapter for 
measuring the extent to which the school finance plan in each 
state meets these goals. 

TYPES OF STATE SUPPORT PROGRAMS 

Equalization of educational opportunity has long been an im- 
portant goal of the American people. There is little doubt that 
the equalization concept is a highly esteemed value in American 
culture. Despite the attention that has been focused on equaliza- 
tion of educational opportunity, there is not general agreement 
on a precise definition of this broad concept. For example, abso- 
lute identity of educational opportunity for all children is not pos- 
sible or even desirable because children with different needs re- 
quire different types of educational opportunity in order to equal- 
ize their chances for obtaining an education commensurate with 
their needs. School children vary greatly in cultural background, 
in native ability, in interest, in physical and mental handicaps 
and other factors. These factors and many other factors affect 
the learning of children and youth. It is not possible to equalize 
all of these factors. However, it is possible to reduce the unde- 
sirable effects of these factors by planning the intelligent use of 
the financial resources made available for public education. The 
National Educational Finance Project, in this study, has focused 
its attention primarily on an evaluation of the extent to which 
various plans of state and local financing utilized by the 50 states 
utilize the financial resources available to equalize educational 
opportunities. 

Various plans of state support fall in the following broad clas- 
sifications. (See Table 9-1) . 
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TABLE 9-1 



Classification of the States Into Types 
School Support Plans Used for the School Year, 1968-69* 



Flat Grant 
Program 


Equalization Programs 


Complete 

State 

and 

Federal 

Support 


Guaranteed 

Valuation 

Strayer - Percentage or Tax 

Haig Equalizing Yield Plan 


Arizona 
Arkansas 
Connecticut 
Delaware 
New Mexico 
North Carolina 
South Carolina 


Alabama Iowa 

Alaska Massachusetts Wisconsin 

California New York 

Colorado Pennsylvania 

Florida Rhode Island 

Georgia Vermont 

Idaho 

Illinois 

Indiana 

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 

Michigan 

Minnesota 

Mississippi 

Missouri 

Montana 

Nebraska 

Nevada 

New Hampshire 
New Jersey 
North Dakota 
Ohio 

Oklahoma 

Oregon 

South Dakota 

Tennessee 

Texas 

Virginia 

Washington 

West Virginia 

Wyoming 


Hawaii 



‘These classifications deal only with the principal state appropriation for 
the public schools in each state. 



1. Flat Grants 

a. Uniform Flat Grants Allocated to all Districts Regard- 
less of Local Taxable Wealth and Amount of Local Taxes. 

The state revenue is allocated on the basis of a flat 
amount per child or per teacher or some other method that 
does not take into consideration either the variation in 
educational needs of the student population or the varia- 
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tion in the taxpaying ability of the local districts. This 
type of grant may be either general or special purpose, 
b. Variable Flat Grants Allocated to all Districts Regard- 
less of Wealth. 

This is a more sophisticated type of flat grant which is 
allocated on a similar method to the uniform flat grant. 
However, the units such as pupil or teacher units are 
weighted according to variations in costs due to factors 
beyond the control of the boards of education. For exam- 
ple, unit costs may vary due to grade level, type of educa- 
tional program, sparsity, etc. This type of grant also may 
be utilized in the form of general or special purpose. 

Flat grants although not providing maximum equal- 
ization do provide considerable equalization depending 
upon the amount of funds provided by the state. This is 
due to the fact that the taxpayers of more wealthy 
districts contribute more revenue to the state treasury 
than their district receives back on a uniform allotment 
basis, whereas the less wealthy districts receive back from 
the state proportionately more funds than the revenue 
contributed. 

2. Equalization Grants 

All equalization grants take into consideration variations 
in the taxpaying ability of the local districts, but not all equal- 
ization grants consider the variations of educational needs 
of the student population. Like the flat grants, equalization 
grants may be either general or special purpose. There are 
many variations in equalization grants as follows: 

a. Strayer-Haig Formula-Unweighted Measures of Need. 
Educational needs are calculated in terms of a uniform 

amount per pupil or per teacher or some other method 
that ignores the variation of educational needs of the stu- 
dent population and the yield of a required local tax effort 
in proportion to ability is deducted from the designated 
cost of the program in order to determine the state alloca- 
tion. . 

b. Strayer-Haig Formula- Weighted Measures of Need. 
Educational needs are calculated in terms of weighted 

unit costs such as weighted pupils or adjusted instruction 
units which take into consideration necessary unit cost 
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variations, and the yield of a required local tax effort in 
proportion to ability is deducted from the designated cost 
of the program, in order to determine the state allocation. 

c. Percentage-Equalizing or State Aid Ratio Program. 

Educational needs are calculated on either the basis of 

a or b above and the state aid to each district is computed 
according to the relationship of some measure of wealth 
per pupil to the same measure of wealth in the average 
district in the state. Under this plan, similar to the 
Strayer-Haig plan, state funds are allocated in inverse 
proportion to the taxpaying ability of the local school dis- 
tricts. This program differs from a and b only in technol- 
ogy and not in its equalization properties. In fact, it is a 
mathematical adaptation of the Strayer-Haig formula. 

d. The Guaranteed Valuation or Tax Yield Per Unit of 
Need Plan. 

Under this plan, the state guarantees to each district 
a fixed valuation or tax yield per pupil or per teacher unit. 
The pupil or teacher units may be weighted or unweighted. 
Basically, this model provides each district the difference 
between the yield of a given tax levy on its equalized as- 
sessed valuation, or the yield of the same tax levy on the 
valuation per pupil or per teacher unit which the state has 
previously guaranteed for the state. This plan is only a 
variable way of achieving the same results as the Strayer- 
Haig model. 

At one time, non equalized matching grants which required 
local districts to match state funds on a dollar for dollar basis or 
some proportion of a dollar without taking into consideration 
variations in the taxpaying ability of local school districts were 
used to some extent. This type of matching grant has largely 
been abandoned and is not of much significance. 

THE NEFP TYPOLOGY 

The major purposes for developing the National Educational 
Finance Project Typology for classifying school funds and meas- 
uring the extent of financial equalization were as follows: First, 
to determine the extent to which financial equalization is 
achieved in each state; second, to provide an historical bench- 
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mark from which educational finance programs in the future can 
be evaluated with respect to progress made ; and third, to provide 
a method by which alternative school finance models may be 
evaluated with respect to financial equalization of educational 
opportunity. 

The basic assumptions back of the NEFP Typology are: 
Financial equalization is most nearly accomplished when 
the following two factors are met: ( 1 ) the varying educa- 
tional needs of the student population are taken into 
consideration in the method of allocation of funds to the 
expending units, and (2) the variation of the ability 
among the local school districts to support education is 
reduced or eliminated through the utilization of state re- 
sources. 

The NEFP Typology is based on the following assumptions : 

1. That local school funds in and of themselves, provide no 
financial equalization unless local variations in taxpaying 
ability are taken into consideration in the state’s appor- 
tionment formula. 

2. Assuming that a given amount of state revenue is appor- 
tioned to the districts of a state : 

a. No equalization is obtained if state dollars are required 
to be matched dollar per dollar from local funds. 

b. The first level of equalization is reached when state 
funds are allocated in the form of uniform flat grants per 
teacher or per pupil without taking into consideration 
necessary variations in costs and without taking into con- 
sideration variations in local taxpaying ability. 

c. The second level of equalization is reached when state 
funds are allocated in the form of flat grants which take 
into consideration necessary unit cost variations but 
which do not take into consideration variations in local 
taxpaying ability. 

d. The third level of equalization is reached when state 
funds are allocated in the form of uniform flat grants 
without taking into consideration necessary unit cost vari- 
ations but which take into consideration variations in local 
taxpaying ability. 
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e. The fourth and highest level of equalization is obtained 
from a given amount of a state revenue when it is allo- 
cated in such a manner as to take into consideration nec- 
essary variations in unit costs, and also variations in the 
taxpaying ability of local school districts. 

Briefly, the NEFP Typology classifies local and state funds 
into five levels of financial equalization : the levels range from 
Level 0 to Level 4. 

State Funds 

State funds are classified in the following five levels accord- 
ing to the criteria established below : 

1. Level O of Equalization : When state funds are allocated in 
such a manner as to leave districts with the same or greater 
differences in local financial capacity to support education as 
they were before receiving state allocations they are classified 
in Level 0. A method of state distribution which is classified 
as Level 0 is a minimum guarantee of funds to certain wealthy 
districts which are not entitled to receive state funds under 
strict interpretation of the equalization formula. Also, if 
districts were not entitled to receive as much under the equal- 
ization formula as they received under a minimum guarantee, 
the difference between what they should have received under 
the equalization formula and the minimum guarantee amount 
is classified as Level 0. The remaining amount that the dis- 
tricts were entitled to under the equalization formula is class- 
ified as either Level 3 or Level 4 described below, depending 
on whether educational needs are taken into consideration. 
The allocation in dollar for dollar matching grants without 
regard for differences in taxpaying ability of the districts, 
provides for no equalization and is also classified in the zero 
level of equalization. 

2. Level 1 of Equalization : When state funds are allocated on 
the basis of a flat amount per unweighted pupil or unadjusted 
classroom unit basis, or some other method which ignores 
unit cost variations in meeting the educational needs of the 
students, and a required local share in proportion to the tax- 
paying ability of the local districts is not deducted before 
the apportionment is made, the funds are classified in Level 1. 
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3. Level 2 of Equalization : When state funds are allocated on 
a weighted unit basis or some other method that recognizes 
unit cost variations in meeting the educational needs of the 
students and a required local share in proportion to the tax- 
paying ability of the local district is not deducted before the 
apportionment is made the funds are classified in Level 2 of 
equalization. 

4. Level 3 of Equalization : State funds are classified in Level 
3 when they are allocated on the basis of unweighted pupils 
or some other method that ignores necessary variations in 
unit costs, but a required local share in proportion to the tax- 
paying ability of the local districts is deducted before the ap- 
portionment is made. 

5. Level i of Equalization : When state funds are allocated on 
a weighted pupil basis or some other method that recognizes 
unit cost variations in meeting the educational needs of the 
students and a required local share in proportion to the tax- 
paying ability of the local districts is deducted before the ap- 
portionment is made, they are classified in Level 4 of equaliza- 
tion. 

It will be noted that the NEFP Typology is a continuum 
ranging from Level 0, which provides for no equalization, to the 
highest level of equalization which is Level 4. 

Local Funds 

Local funds can also be classified by the NEFP Typology. The 
required local share in proportion to the taxpaying ability of the 
local districts that is deducted from the total cost of the basic 
program is classified as either Level 3 or Level 4 depending on 
whether unit cost variations in meeting the educational needs 
of the students are taken into consideration. The remaining 
local (leeway) revenue raised for the support of education is 
considered additional local revenue and is classified as Level 0 of 
equalization. 



Instructions for Applying the NEFP Typology 

The following is a description of how the NEFP Typology 
was applied to various school support programs : 
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I. FLAT GRANTS 

Flat grant programs are very easily classified by the NEFP 
Typology. If the funds are allocated on the basis of a flat amount 
per pupil on some other basis that ignores meeting variations in 
unit costs, the appropriation is classified as Level 1. If the stu- 
dents are weighted or if some other basis that recognizes dif- 
ferences in unit costs is used, the appropriation is classified in 
Level 2. 

All the local funds in a state which do not take into considera- 
tion variations in the taxpaying ability of local districts in its 
formula for distributing state funds (i.e., uniform and variable 
flat grants) are classified in Level 0. If a state using an equaliza- 
tion formula deducts the amount of a flat grant received by a dis- 
trict in determining the amount of the equalization fund to which 
it is entitled, that part of the flat grant so deducted in effect be- 
comes an equalization fund and should be classified as either 
Level 3 or 4 as described under D below. 

Examples : 

State A — Uniform Flat Grant Fund 

State Share — Distributed on the basis of a flat amount per 
pupil 

State Funds $ 70,000,000 

Local Share — None Required 

Local Funds $ 30,000,000 

Classification : 

State Funds $ 70,000,000= Level 1 

Local Funds $ 30,000,000= Level 0 

State B — Variable Flat Grant Fund 

State Share — Distributed on the basis of weighted pupils (i.e. 
Elementary pupils assigned a weighting of 1.0, Secondary pupils 
a weighting of 1.25, Special Education pupils, a weighting of 2.0, 
etc.) 

State Funds $ 70,000,000 

Local Share — None Required 

Local Funds $ 30,000,000 

Classification : 

State Funds $ 70,000,000= Level 2 

Local Funds $ 30,000,000= Level 0 
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II. EQUALIZATION PROGRAMS 
A. Strayer-Haig Formula 

When the Strayer-Haig formula is used to apportion state 
funds, all state funds apportioned under this plan could be 
classified as either Level 3 or Level 4 if the yield of the re- 
quired local share for the support of the program is equal to 
or exceeds the total cost of the program in the wealthiest dis- 
trict in the state. If necessary differences in unit costs are 
taken into consideration when computing the cost of the 
Strayer-Haig-Mort program, the state funds are classified in 
Level 4 and if necessary differences in unit costs are ignored 
the funds are classified in Level 3. 

However, if the required local share is less than the com- 
puted cost of the Strayer-Haig program in the wealthiest dis- 
trict in the state, the following procedures are utilized in de- 
termining the classification of the state and local funds of 
the program : 

1. The percentage of the total cost of the Strayer-Haig 
program that is financed from state funds in the wealthi- 
est district is computed. 

The wealthiest district is selected in most states from 
districts which have 1,500 pupils or larger in average daily 
attendance. Districts smaller than 1,500 pupils in aver- 
age daily attendance were eliminated because it is assumed 
that such small inefficient districts will be consolidated in 
the future. Further, it is possible for small districts to 
have extremely high valuations per pupil which is not 
comparable to most districts in the state. However, in 
some states which have large numbers of very small dis- 
tricts it is necessary to select the wealthiest district from 
districts with 1,000 pupils in average daily attendance. 

2. The percentage computed under (1) is multiplied 
by the total cost of the Strayer-Haig program in that 
state, and the product is the part of the state Strayer- 
Haig program funds in that state which is classified as 
either Level 1 or Level 2, depending upon whether differ- 
ences in unit costs are taken into consideration in com- 
puting the cost of the Strayer-Haig program. 

3. From the total state funds provided for the support 
of the Strayer-Haig program, the amount computed under 
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2 18 ded ucted. The remainder is classified under Level 
3 or Level 4, depending upon whether differences in edu- 
cational needs are taken into consideration in computing 
the cost of the Strayer-Haig-Mort program. 

4. The required local share is deducted from the total 
local funds used for the support of the public schools in 
the state and classified as either Level 3 or Level 4, de- 
pending upon whether differences in educational needs are 
taken into consideration in computing the cost of the foun- 
dation program. The remaining local revenue is consid- 
ered as additional local funds providing no equalization 
and classified in Level 0. 

Examples : 

State A— Strayer-Haig Formula (Wealthiest district receives no 
state equalization funds) 

L GlV . e " *155* th ? cost of the Strayer-Haig-Mort program is : 

a. 140,000 units @ $500 per unit $ 70,000,000 

b ‘ $ 20, 000^000 
c. State Share f 50,000,000 

triven that additional local funds are: $ 30,000,000 
Chven that the total cost of the program for the wealthiest 
district m the state is $1,000,000 (2,000 units X $500) 

™ A a 8tate ^are of 0 and the required local share of 
$1,000,000, the classification is made as follows : 

a. State Funds— $50,000,000 Level 3 or 4 

b. Local Funds 

(1) Required Local Share— $20,000,000 Level 3 or 4 

(2) Additional Local Funds— $30,000,000 Level 0 

If units of educational need are weighted in proportion to 
necessary cost variations, the funds are classified in Level 
4 and if not, in Level 3. 

State B — Strayer-Haig Formula 
equalization funds) 

thG t0taI C0St of the Strayer-Haig program is: 
a. 140,000 units @ $500 per unit $70,000,000 

b ' o. 0C . al 5 hare $20,000^000 

c. State Share $50,000,000 

Criven that the additional local funds are: $30,000,000 
Given that the total cost of the program for the wealthiest 
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district in the state is $1,000,000 (2,000 units X $500) 
with a state share of $700,000 and the required local 
share of $300,000, the classification is made as follows : 

a. 70% of cost assumed by the state 

b. 70% x total cost of the program for the state (state 
and local) 

c. .70 X $70,000,000 = $49,000,000 

d. $50,000,000 - $49,000,000 = $ 1,000,000 

e. State Funds 

(1) $49,000,000 Level 1 or 2 

(2) $ 1,000,000 Level 3 or 4 

f. Local Funds 

(1) Required Local Share — $20,000,000 Level 3 or 4 

(2) Additional Local Funds — $30,000,000 Level 0 
If units of educational needs are weighted in propor- 
tion to necessary cost variations, the funds are classified 
in the higher level of equalization. 

B. Percentage Equalizing or State Aid Ratio Formula 
When the percentage equalizing program is used to appor- 
tion state funds, the entire allocation can be classified in 
either Level 3 or Level 4 if the local share in the wealthiest 
district or districts exceeds the calculated cost of the total 
program. If units of educational need are weighted in pro- 
portion to necessary cost variations, the entire allocation is 
classified in Level 4, and if not, in Level 3. However, if the 
wealthiest district or districts receives state funds under a 
minimum percentage guarantee, the following procedures are 
used in the classification of state funds : 

1. Each district participating under the minimum per- 
centage guarantee is identified. 

2. The percentage of cost (state aid ratio) which the 
districts would have been entitled to except for the mini- 
mum percentage of cost guarantee is determined. 

3. The difference between what they are entitled to if 
there was no minimum percentage of cost guarantee and 
what they actually receive is calculated, totalled, and class- 
ified as Level 0. 

4. If the wealthiest district or districts are entitled to 
no funds except under the minimum percentage of cost 
guarantee, then the difference between the total funds ap- 
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portioned under this program and the funds identified in 

3 above are classified as Level 3 or Level 4 as described 
above. 

5. However, if the wealthiest district or districts are 
still entitled to funds, even without the minimum percent- 
age of cost guarantee, the funds identified in 4 are classi- 
fied in a similar method as funds classified under a 
Strayer-Haig program. 

C. The Guaranteed Valuation on Tax Yield Per Unit of 

Need Plan ' 

The classification of this plan is achieved in a similar man- 
ner as the percentage equalizing program previously dis- 
cussed. 

D. Classification of Special Purpose Funds and Flat Grants 
Deducted in Apportioning State Equalization Funds. 

If flat grants either general or special purpose, received by 
a district are deducted from the equalization fund to which 
the district would otherwise be entitled, then such state funds 
are classified as either Level 3 or Level 4. If necessary differ- 
ences in costs of the units of educational need are taken into 
consideration in the allocation of the equalization fund, such 
funds are classified as Level 4 and if ignored they are classi- 
fied as Level 3. 

If the state allocates a uniform amount per pupil trans- 
ported without reference to differences in sparsity of popula- 
tion and differences in local taxpaying ability, that apportion- 
ment is classified in Level 1. If different amounts per pupil 
are allocated which takes into consideration differences in 
sparsity but not differences in taxpaying ability, the appor- 
tionment is classified in Level 2. If state funds for transpor- 
tation are allocated on the basis of a uniform amount per 
pupil and differences in taxpaying ability of local school dis- 
tricts are taken into consideration, the apportionment is 
classified in Level 3. If both sparsity and differences in tax- 
paying ability are taken into consideration, the apportion- 
ment is classified in Level 4. 

The same rationale should be employed in classifying most 
other special purpose grants. 

Special appropriations for such items as textbooks pre- 
sent a unique situation. For example, there are no signifi- 
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cant differences in cost per textbook for the same grade level 
for students of different types of school districts; conse- 
quently, there is no need for the allocation to take into con- 
sideration differences in costs. Therefore, the state appor- 
tionment for school textbooks based on the uniform amount 
per pupil allocated without reference to differences in taxpay- 
ing ability of local school districts is classified in Level 2, and 
if differences in taxpaying ability are taken into considera- 
tion, in Level 4. The policy followed in classifying appropri- 
ations for textbooks is utilized in the classification of other 
special appropriations. That is, if there are differences in 
local educational costs per unit which are due to conditions 
beyond the control of the local boards of education, those dif- 
ferences should be taken into consideration in the allocation 
formula in order for the apportionment to be classified in the 
higher level. However, if there are no differences in unit 
costs, as in the case of the cost of textbooks, then the state 
apportionment is classified in the higher level of equalization. 



Developing an Equalization Score 

A state advances toward the equalization of the financial re- 
sources available for education when it: 

1. Increases the percent of school revenue provided from 
state sources. 

2. Apportions the state funds available in inverse proportion 
to the taxpaying ability of local school districts. 

3. Makes allowance in its apportionment formula for the 
necessary variations in costs per unit of educational need. 

In the following paragraphs, a method of scoring the extent 
of financial equalization of educational opportunity in a state is 
developed which includes the three variables listed above. This 
measure is comparable among the states. It is not intended to 
measure all of the desirable characteristics of a state support 
plan. It was devised solely to measure the extent of financial 
equalization among the districts of a state. 

Scoring Unitary Models. Following is the method of scoring 
a unitary model : 

1. A finance model with all school funds provided from local 
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sources would have the minimum equalization score unless 
the state would be comprised of only one taxing district as is 
the case of Hawaii. A state comprised of only one district 
would have a maximum equalization score if all funds were 
provided from local sources or state sources or a combination 
of state and local sources assuming that budgetary provision 
is made for pupils in different communities with varying 
needs and conditions requiring varying per pupil expenditure 
to provide equivalent educational opportunities. Even in 
states organized into units large enough to permit reasonable 
efficiency and economy of scale, districts will usually vary at 
least from 5 to 1 or 7 to 1 in equalized valuation per pupil. For 
our first model, let us assume that a state comprised of a num- 
ber of districts varying in wealth, finances its schools entirely 
from local funds. Such a state has the minimum level of 
equalization. Let us assign the score of 1 as the equalization 
value of any funds providing no equalization. Therefore, a 
finance model which included no funds equalizing the differ- 
ences in taxpaying ability among districts would be given an 
equalization value of 1. 

2. Finance model 2 under which all school funds are provided 
by the state by a formula which allotted the same amount per 
pupil to all districts would eliminate the differentials among 
districts in financial ability. The equalization value of this 
model should be at least 5 to 7 times the equalization value of 
model 1. 

3. For model 3, let us assume that all funds are provided by 
the state but that cost differentials due to sparsity, high cost 
of disadvantaged or exceptional pupils, vocational education, 
etc., are provided for in the state formula. Although the cost 
per pupil for vocational education, exceptional education, com- 
pensatory education may be as great as 2 or 3 to 1 and the 
cost of transportation and the extra expense of low pupil- 
teacher ratios in sparsely settled areas may be considerable, 
the necessary variation of the total per pupil costs among ef- 
ficiently organized districts probably does not exceed 20 per- 
cent for a significant number of districts within a given state. 
Therefore, if we include necessary variations in school costs 
in model 3, it would at least be a 20 percent improvement in 
equalization over model 2. 
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Scoring Mixed Models. The method of scoring mixed models 
is more complex. Most states have complex finance models com- 
prised of local funds (some equalized in state programs and 
some unequalized), flat grants equalized and unequalized, and 
variable unit grants equalized and unequalized. 

Let us assume that local funds become state funds when they 
become part of the equalization formula. That is that portion of 
local funds included in the state guaranteed program before de- 
termining the allocation of state funds to a district, in effect, be- 
comes a state fund used to equalize educational opportunity. 

We can score mixed models utilizing the typology set forth 
above. Let us assume that as we move toward equalization, all 
state funds become Level 3 funds and all local funds are charged 
back in allocating state funds (that is deducted before allocating 
state funds) . Let us then assign an equalization value of 7 for 
Level 3 equalization. 

As we approach maximum equalization, all state and local 
funds become Level 4 funds. If all state funds were allocated on 
a Level 4 formula and all local funds charged back, the maximum 
equalization value for this model would be 8.4 which would be 20 
percent more than the maximum value of Level 3 funds. 

The following method is developed from these assumptions : 

1. Level 0 funds are assigned a score of 1 in order that other 
levels may be made proportional to it. 

2. Level 1 funds have at least 5 times the equalization value of 
equalization Level 0 funds. As Level 1 funds approach 100 
percent of total state and local funds, the equalization value 
of Level 1 funds approaches the value of Level 3 funds. There- 
fore, the equalization value of Level 1 funds should be com- 
puted as follows: [5 +(.02 x the percent of total state and 
local funds in Level 1 X 100)]. 

3. Level 2 funds have at least 20 percent more equalization 
valufr than Level 1 funds. However, as Level 2 funds ap- 
proach 100 percent of state and/local funds, the equalization 
value of Level 2 funds approaches the value of Level 4 funds 
which have the maximum equalization value. Therefore, the 
equalization value of Level 2 funds should be computed as fol- 
lows: [6+ (.024 x the percent of total state and local funds 
in Level 2 X 100)]. 
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4. As indicated above, Level 3 funds are assigned an equali- 
zation value of 7. 

5. Level 4 funds are assigned the maximum equalization value 

of 8.4 which is 20 percent higher than Level 3 funds. 

This method of scoring assigns higher equalization values as a 
state moves from the 0 Level of equalization through Levels 1, 2, 
3, and 4 making proportionate allowances as a state moves to- 
ward greater equalization by using both state and local funds lo 
eliminate the disadvantages of inequalities of wealth among 
districts, by making financial provision for necessary variations 
in unit costs and by increasing the percent of school revenue 
provided from state sources. 

This equalization score should not be considered as a total 
evaluation of the financial program of a state. The equalization 
score does not take into consideration such important factors as 
financial adequacy of the program, incentives to stimulate local 
initiative, quality of education, educational outputs, and other im- 
portant matters. The equalization score should be interpreted 
only as measuring the extent that state and local funds are being 
used to equalize the financial resources available for education in 
a state. 

Table 9-2 shows the equalization score of each of the 50 states 
for the year 1968-69. The highest possible score is 8.4 and the 
lowest possible score is 1.0. It will be noted from this table that 
equalization scores range from 2.295 in Connecticut to 8.40 in 
Hawaii. 

It is interesting to note that the Pearson Product-Moment 
Correlation yielded a coefficient of + .646, which is significant at 
the .01 level, between the percentage of school funds provided by 
the state and the equalization score obtained by applying the 
NEFP Typology. This supports the opinion of many authorities 
in school finance that when a state assumes the primary responsi- 
bility for funding its school support program, greater financial 
equalization is usually achieved. However, if all state funds were 
apportioned on the Level 4 basis, the correlation between per- 
centage of school funds provided by the state and the equaliza- 
tion score obtained from the NEFP Typology would be higher. 

Also, when the Pearson Product-Moment Correlation was ap- 
plied to each state's equalization score and total number of school 
support grants, a coefficient of —.294 was found which is signifi- 
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TABLE 9-2 

Ranking and Equalization Scores of the States 
Based on the NEPP Typology for the School Year, 1968-69 



Rank 


State 


Score 


Rank 


State 


Score 


i 


Hawaii 


8.400 


26 


Maryland 


5.092 


2 


Utah 


7.143 


27 


Virginia 


5.086 


3 


Rhode Island 


6.862 


28 


Texas 


4.963 


4 


Alaska 


6.628 


29 


California 


4.841 


5 


Wyoming 


6.543 


30 


Montana 


4.810 


6 


Washington 


6.368 


31 


Maine 


4.804 


7 


Idaho 


6.318 


32 


Nevada 


4.779 


8 


Alabama 


6.220 


33 


Massachusetts 


4.536 


9 


Delaware 


6.202 


34 


Oregon 


4.536 


10 


North Carolina 


6.148 


36 


Tennessee 


4.521 


11 


Georgia 


6.103 


36 


Minnesota 


4.433 


12 


Kentucky 


6.042 


37 


Arizona 


4.355 


13 


Florida 


5.995 


38 


Iowa 


4.042 


14 


New York 


6.957 


39 


North Dakota 


3.931 


15 


Louisiana 


6.929 


40 


Missouri 


3.862 


16 


New Mexico 


6.015 


41 


Michigan 


3.844 


17 


Ohio 


6.882 


42 


Kansas 


3.S20 


18 


Pennsylvania 


5.870 


43 


New Jersey 


3.764 


19 


Vermont 


5.834 


44 


Indiana 


3.704 


20 


Wisconsin 


5.781 


45 


Oklahoma 


3.691 


21 


Mississippi 


6.744 


46 


Arkansas 


3.647 


22 


West Virginia 


6.578 


47 


Colorado 


3,671 


23 


Illinois 


5.398 


48 


South Dakota 


3.420 


24 


Nebraska 


5.378 


49 


New Hampshire 


3.091 


25 


South Carolina 


5.235 


50 


Connecticut 


2.295 



cant at the .05 level. Although this coefficient was not extremely 
high, it does give added support to those persons who contend 
that a proliferation of categorical grants usually detract from fi- 
nancial equalization. 

The Pearson Product Moment Correlation between the num- 
ber of districts in a state and the equalization score was 
—.312 significant at the .05 level. This may indicate the exis- 
tence of a large number of districts in a state is a political factor 
retarding the development of financial equalization. 

Conclusions 

One of the most important conclusions that can be derived 
from the analysis of the financial sources available for education 
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presented in this chapter is that the extent to which financial 
resources for education are equalized does not depend as much on 
the type of plan used as on the content of the plan and the extent 
to which it is financed. For example : 

1. If the variable unit cost type of flat grant is used to provide 
100% of the financing in the state including federal funds, 
the variable flat grant plan becomes the Hawaii plan which 
theoretically provides complete equalization of financial re- 
sources. 

2. If any one of the three equalization plans absorbs all of the 
local taxing leeway, and educational need is measured on a 
variable unit cost basis, then all of the equalization plans be- 
come equivalent to the Hawaii plan of complete state support 
because local funds are in effect converted into state funds. 

3. As complete state funding is approached, differences in the 
equalizing properties of flat grant models and equalization 
models begins to disappear. 

However, if a state finances its schools from a combination 
of state and local funds, it will achieve greater financial equaliza- 
tion from a given amount of state revenue if it utilizes the equal- 
ization plan of state financing and maximizes the required local 
effort within the legal tax limit of school districts which is in- 
cluded as a part of the total program equalized. 

EVALUATION OF TAX STRUCTURES 

The determination of the relative desirability of alternative 
tax sources is an extremely complicated matter. Several criteria 
have come to be generally accepted by economists for use in eval- 
uating tax strut ures. According to Due, a nationally known 
economist: "These criteria are not derived by scientific analysis, 
but merely reflect widespread popular attitudes, in conformity 
with generally accepted objectives of contemporary society. 
While consensus on the criteria is strong, interpretations of their 
meaning in particular circumstances vary widely.”' 

Generally Accepted Criteria for Evaluation of Taxes 

Following are the criteria listed by Due 2 which are commonly 
used for evaluating tax structures : 
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1. Economic Distortions — A major criterion is the establish- 
ment of tax structures in such a fashion as to minimize dis- 
torting effects upon the functioning of the economy — that is, 
effects that cause persons to alter economic behavior in a 
fashion contrary to the objectives of the society. 

2. Equity — The rule that governmental costs be distributed 
in a fashion regarded by contemporary society as equitable is 
generally accepted. What constitutes equity, however, is 
strictly a value judgment and there are wide differences of 
opinion. Usually equity is considered to require : 

a. Equal treatment of equals. Persons regarded as being 
in the same relevant circumstances should be taxed the 
same amount. 

b. Distribution of the overall tax burden on the basis of 
ability to pay, as measured by income, by wealth, by con- 
sumption. 

c. Exclusion from tax of persons in the lowest income 
groups, on the grounds that they have no taxpaying capac- 
ity. 

d. A progressive overall distribution of tax relative to in- 
come, on the basis that tax capacity rises more rapidly 
than income. This requirement is less generally accepted 
than the others. There is general agreement that the 
structure should be at least proportional to income. 

3. Compliance and Administration — Attainment of the objec- 
tives of society requires that taxes be collectable to a high de- 
gree of effectiveness with minimum real costs (money and 
nuisance) to the taxpayers and reasonable cost to the govern- 
ment for collection. Inability to enforce a tax effectively at 
tolerable costs will cause loss of both revenue and equity. 

4. Revenue Elasticity — Governmental expenditures tend to 
rise at least in proportion to national income even if programs 
are not increased. If tax revenues do not, keep pace at given 
tax rates, constant rate changes are required. 

It is impossible to develop an instrument which would meas- 
ure objectively the relative standing of the states on each of these 
criteria. However, it is possible to measure at least with some 
degree of objectivity the extent to which a particular tax is re- 
gressive or progressive with respect to income. In the following 

. 35 »> 
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section of this chapter, a method is proposed for measuring ob- 
jectively the extent to which the total tax structure of a state for 
all governmental services is regressive or progressive. 

Measuring the Extent to Which Tax Structures are Progressive 
or Regressive 

Economists, as pointed out above, generally use rather com- 
prehensive criteria to evaluate tax structures. However, the lay 
public generally considers a progressive tax to be a good tax and 
a regressive tax, beyond certain limits, to be a bad tax. This is 
especially true of taxpayers with average or less than average in- 
come. Since taxes are levied by political processes, the political 
acceptability of a tax is of great importance to those involved in 
obtaining tax revenues for a particular function of government 
such as education. If a tax being used to finance a particular 
function of government is considered by the electorate as an ex- 
cessively regressive tax, the electorate is likely to underfinance 
that governmental service, not because the electorate does not 
value that service but because the voters object to the type of tax 
being used to finance it. This is particularly true of the public 
schools. Although the property tax is generally considered to be 
the most regressive of any of the major types of taxes, in 1970 
more than half of all public school tax revenue was still obtained 
from property taxes. Experts on school finance are generally 
agreed that many of the difficulties of financing the public schools 
can be traced to excessive reliance upon the property tax as the 
chief source of school revenue. 

Since the electorate is so greatly concerned about the regres- 
siveness of taxes being used to support the public schools, an in- 
strument is proposed in the following paragraphs for measuring 
the relative progressivity of tax structures being used to finance 
the public schools. 

Symbols. Since the relative progressivity of a tax is deter- 
mined mathematically in this chapter, the following symbols are 
used in the equations: 

T, = Progressivity value of all federal taxes as compared 
with the progressivity of the federal personal income 
tax. 

Tj = Progressivity value of all state taxes as compared with 
the federal personal income tax. 

% 

> 
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T 3 = Progressivity value of local school taxes as compared 
with the federal personal income tax. 

Tn = Progressivity value of all taxes combined (federal, 
state and local) used to support the public schools in 
the nation as a whole. 

T„ = Progressivity value of all taxes, federal, state and local 
used to finance the public schools in a particular state. 
Ri = Federal school revenue receipts. 

Ro = State school revenue receipts. 

R 3 = Local school revenue receipts. 

R = R, + R,+R 3 = Total school revenue receipts. 

R 4 = Total federal revenue for all purposes, excluding social 
security tax (employment tax) . 

R s = Total state revenue for all purposes, excluding unem- 
ployment compensation tax. 

X, = Federal individual income taxes. 

X 2 = Federal corporate income taxes. 

X 3 = Federal sales, excises, customs and other. 

X 4 = Federal estate and gift taxes. 

X r , = State individual and corporate income taxes. 

Xa = State sales and gross receipts taxes. 

X r = State property taxes. 

X R = State estate and gift taxes. 

X» = Other state taxes. 

X,n = Local property taxes for schools. 

X,, = Other local school revenue. 

Assumptions. The following assumptions were made in order 
to compute an objective measure of the relative progressivity of 
each tax: 

1. The most progressive major tax is the progressive income 
tax. The more progressive the rates, the more progressive is 
the tax. The most progressive personal income tax levied in 
the United States is the federal income tax. Therefore, the 
federal personal income tax is assigned a value 3 of 50 and the 
value of T for any tax is determined by the progressiveness of 
that tax as compared with the federal personal income tax. 

2. The relative progressiveness of any tax can be computed 
by comparing the progressiveness (or regressiveness) of that 
tax to the progressiveness of the federal individual income 
tax. 
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Computation of Progressivity Value for Each Tax. The prog- 
ressivity value or score for each tax is defined in this chapter as 
the re ative progressiveness of each tax as compared with the 
federal personal income lax. The Tax Foundation, Inc.- has pro- 
vided some information which makes it possible to make these 
comparisons. Table 9-3 presents some significant computations 
derived from data provided by the Tax Foundation. Approxi- 

° f the families of the nation ^d incomes of less 
than $5,000 in 1965 and one-half had incomes of $5,000 and 

above. Table 9-3 compares the percent of income paid by the 
tower half of families for each tax with the percent of income 
paid for that tax by the upper half. It will be noted that families 
of tess than $5,000 income paid 3.98% of their income for the 
tederal individual income tax as compared to 9.90% for families 
with incomes of $5,000 and above. This is a ratio of 2.49 to 1. 

I he ratios for each tax are shown in Column 12 of Table 9-3. It 
will be observed that the only progressive taxes are individual 
and corporate income taxes, both state and federal. 

Column 13 shows the percent of progressiveness of each tax 
as compared with the federal individual income tax and Column 
14 converts that percentage into a score as compared with the 
federal individual income tax which was arbitrarily assigned a 
score of 50 in Assumption 1 above. 

Formula for Computing T„ T s , T, and T„ Values. The fol- 
lowmg formulas are presented for computing the different types 
of T values: 



Formula 1. This formula is used for computing the T value 

of all federal taxes (except social security) com- 
bined. 



(X, x 50) + (X ; x 24) + (X, x 16) + 



(X. x 501 



Formula 2. This formula is used to compute the T value of all 

state taxes (except unemployment taxes) com- 
bined. 

T„ = ( x » x 35) + (X, x 15) + (X r x 14) + (X, x 50) + (X fl x 14) 

R, 
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TABLE 9-3 

Federal, State and Local Taxes* As A Percentage of Total Income for 
All Families by Income Class — 1966 (Adapted from, Tax Burdens and 
Benefits of Government Expenditures by Income Class, 1961 and 1965 , New 
York: Tax Foundation, Inc., 1967; p. 20) 





Under 
$t.ooo 
CoL 1 


#f.000- 
* .999 
Col t 


$ 3 , 000 - 

3.999 
Col . 3 


# 4 . 000 - 
M99 
Col 4 


Un* 

Weighted 
Average 
Col 1 to 4 
Col s 


# 5 . 000 - 
5.999 
Col. 6 


Federal 


1. Individual Income 


1.9 


3.1 


4.5 


6.4 


3.98 


6.9 


2. Corporate Income, 


Sales, Excises 


4.5 


4.3 


5.5 


3.6 


4.98 


3.9 


8. Customs and other 


3.3 


3.1 


3.3 


3.1 


3.20 


3.0 


4. Estate and gift 


— 


— 


— 


— 


— 


— 



State & Local 
1. Individual and 



corporate income 


.6 


.6 


.8 


.9 


.78 


.9 


2. Sales and excises 


6.1 


6.6 


5.6 


6.3 


6.62 


5.1 


3. Property 


6.9 


6.2 


4.7 


4.2 


6.26 


4.2 


4. Estate and gift 


— 


— 


— 


— 


— 


— 


5. Other state 
and local 


1.8 


1.4 


1.3 


1.2 


1.43 


1.2 



Formula S. This formula is used to compute the T value of 
all local taxes used for the public schools. 

m _ (X,„ x 14) + (X„ x 14) 

1.1 = 

r 3 

Formula 4. This formula is used to compute the T value of 
all revenue, state, federal and local used to sup- 
port the public schools of the nation. 

T„ = x ^ x T^ + ^ x 

Computation of T„ T t and T, Values . The computations of 
T„ T- and T, values are summarized in Table 9-4. This table 
shows that the T value of all federal taxes in 1968 was 39.90 ; all 
state taxes 20.49 and all local school taxes 14.00. It will be noted 
that taxes are the least regressive at the federal level and most 
regressive at the local school district level. 

Computation of T Value of Aggregate School Revenue for the 



26 %. 
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Table 9-3 (Continued) 



$6,000- 
7.199 
Col. 7 


$ 7.500 - 
9.999 
Col. 8 


U,999 
$ 10.000- 
Col 9 


$ 15.000 + 
Col. 10 


Un- 
weighted 
Average 
Col 8 to 10 
Col 11 


Ratio of 
High 
Income 
Average 
to Low 
Income 
Average 
(Col 11+ 
CoL S) 
Col It 


Percent 

of 

Federal 
Individual 
Income 
Tax Ratio 
(Col. lt+ 
tA9) 
Col. IS 


Equity 
Score 
( Col IS 
X SO) 
col n 


1. 7.7 


8.8 


10.0 


16.1 


9.90 


2.49 


1.00 


50 


2. 3.4 


3.4 


5.3 


10.9 


5.38 


1.20 


.48 


24 


3. 2.8 


2.6 


2.4 


1.5 


2.46 


.77 


.31 


16 


4. — 






4.6 


— • 


— 


l.OOf 


50 


1. .9 


1.1 


1.2 


2.2 


1.26 


1.73 


.69 


35 


2. 4.8 


4.4 


4.0 


2.6 


4.24 


.75 


.30 


15 


3. 3.8 


3.5 


3.3 


2.4 


3.44 


.66 


.27 


14 


4. — 






1.3 


— 


— 


l.OOf 


50 


6. 1.1 


1.0 


1.0 


.7 


1.00 


.70 


.28 


14 



‘Excludes social security 
fEstimated 



Nation. It will be noted from Table 9-4 that the T value for all 
federal taxes in 1968 was 39.90, all state taxes 20.49 and all local 
school taxes 14.00. In 1968-69, federal sources provided 7.3% of 
school revenue, state sources 40.9% and local sources 61.8%. 
Therefore, the T„ value for school revenue for the nation in 1968- 
69 is computed as follows : 




= (.073 x 39.90 + [AM 9 x 20.49] + .618 x 14.00) 
= 3.06 + 8.38 + 7.26 
= 18.54 



Assuming that a value of 60 represents the progressivity 
value of the most progressive type of tax in relation to income, it 
is evident that the taxes used to support the public schools are 
more regressive than progressive. 

Computation of T Values for Alternative Models for School 
Financing. In the preceding paragraph the T„ value of taxes 
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TABLE 9-4 



Computation of Progressivity Values (T Values) of All Taxes— 
Federal, State and Local, 1968 (Excluding Social Security and 
Unemployment Taxes) 









PROGRESSIVITY 




TAX 


AMOUNT 


VALVE 




(in millions) 


(T Value) 


TOTAL FEDERAL TAXES:* 






1 . 


Individual income 


78,155 


50 


2. 


Corporate income 


29,897 


24 


3. 


Estate and gift 


3,015 


50 


4. 


Sales, excises & other 


14,387 


16 




TOTAL 


125,454 


39.90ft 


TOTAL STATE TAXES:* 






1 . 


Individual and 








corporate income 


8,749 


35 


2. 


Sales, gross receipts 


20,979 


15 


3. 


Property 


912 


14 


4 


Estate and gift 


872 


50 


5. 


All other 


4,888 


14 




TOTAL 


36,400 


20.49ft 


LOCAL SCHOOL TAXES:** 






1 . 


Property 


14,157 


14 


2. 


All other 


289 


14 




TOTAL 


14,446 


14.00f 



* Statistical Abstract of the United States, 1869, Bureau of the Census. 
fState Government Finances in 1968, U. S. Dept, of Commerce, Bureau 
of the Census. 

**N.E.A. Estimates of School Statistics, 1968-69. 
ffWeighted average. 



used to support the public schools in 1968-69 was computed. What 
would be the T n value for the nation for alternative models of 
school financing? Computations are presented below for certain 
alternative models. 

1. Model 1. This model has the following assumptions. 

a. Thirty percent of all school revenue is provided by the 
federal government. 

b. The states in the aggregate provide 60 percent of school 
revenues. 

c. Local school districts in the aggregate provide 10 per- 
cent of school revenue. 
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The T n for Model 1 is: 

T n = (.30 x 39.90) + (.60 x 20.49) + (.10 x 14) 

= 11.97 + 12.29 + 1.4 

= 25.65 

It is observed that this model increases considerably the T n 
value of school taxes indicating that increasing the proportions 
of school revenue from federal and state sources will reduce the 
regressivity of the tax structure used to support the public 
schools. 

2. Model 2. This model is based on the assumption that all 
revenues for the public schools would be provided by the fed- 
eral government. From Table 9-4 it is noted that the T n value 
would be 39.90. 

3. Model S. This model is based on the assumption that all 
revenues for the public schools would be provided by the 
states. Table 9-4 shows that the T n value would be 20.49, 
based on the average tax structure of state-collected taxes in 
1965. This is considerably less than Model 2. 

4. Model 4 . This model is based on the assumption that all 
revenues would be provided from local taxes. Table 9-4 shows 
that the T n value would be 14.00 under this model which is 
less than Model 3. 

5. Other Models. Such models could be based on an infinite 
number of combinations of federal, state and local funds. The 
following generalization could be applied to all such models. 
The more the percent of federal and state revenues is 
increased and the more the percent of local revenues is de- 
creased, the higher the T„ value and therefore, the more pro- 
gressive the tax structure. 

Computation of the T Value of the Total Revenue of a State. 
Formula 2 is used to compute the T value (T a ) of the total reve- 
nues of a state. Table 9-5 shows the T value of the state 
tax revenue of each state computed acco* ling to Formula 2. It 
should be emphasized that the T n value of many states could be 
increased sharply if states were to adopt more progressive indi- 
vidual and corporate income tax structures and increase the pro- 
portion of these taxes in the total state’s tax system. 

Table 9-5 shows that there is considerable variation among 
the states in the relative progressivity of their state tax struc- 
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TABLE 9-5 

The Relative Progressiyity of State Tax Revenues, 1968-69 



State 


Progressivity Value “ 
(T, Value) 


Progressivity Value • 
State (T t Value) 


Alabama 


18.6 


Montana 


22.8 


Alaska 


23.6 


Nebraska 


17.5 


Arizona 


18.0 


Nevada 


14.8 


Arkansas 


18.5 


New Hampshire 


17.9 


California 


22.6 


New Jersey 


18.7 


Colorado 


22.4 


New Mexico 


16.7 


Connecticut 


20.8 


New York 


25.7 


Delaware 


25.3 


North Carolina 


22.4 


Florida 


15.3 


North Dakota 


18.3 


Georgia 


20.2 


Ohio 


16.2 


Hawaii 


21.9 


Oklahoma 


18.9 


Idaho 


21.4 


Oregon 


26.7 


Illinois 


15.8 


Pennsylvania 


18.9 


Indiana 


20.0 


Rhode Island 


18.4 


Iowa 


20.0 


South Carolina 


20.3 


Kansas 


20.2 


South Dakota 


16.6 


Kentucky 


20.5 


Tennessee 


17.6 


Louisiana 


16.9 


Texas 


16.2 


Maine 


16.0 


Utah 


21.1 


Maryland 


23.4 


Vermont 


23.7 


Massachusetts 25.4 


Virginia 


22.8 


Michigan 


18.5 


Washington 


16.7 


Minnesota 


23.9 


West Virginia 


17.4 


Mississippi 


16.8 


Wisconsin 


26.0 


Missouri 


19.5 


Wyoming 


15.9 



“Based on a unit value of 60.0 for the federal personal income tax. 

tures. The range of T, scores is from 14.8 in Nevada to 26.7 in 
Oregon. 

Computation of the T Value of the Revenues of the Public 
Schools in Each State. The following formula can be used for 
computing the T value of federal, state and local revenue pro- 
vided for the public schools in each state. 

R R 

T« ** r- 1 x 39.90 + — x the T value of the state revenue 



+ — x the T value of the local revenue used to finance 
schools 
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The op Tax $■*»«*» m the Public Schools 

From Federal, State and Local Sources, 1968-69 



Progressivity Valu e 
Stats (T. Value) 



_ Progressivity Value? 

Stats (T. Value) 



Alabama 

Alaska 

Arizona 

Arkansas 

California 



21.7 

26.7 
19.1 

20.8 
18.9 



Colorado 17.9 

Connecticut i£o 

Delaware 24.2 

Florida 17.4 

Georgia 20.6 

Hawaii 24 2 

Idaho ig .9 

Illinois 16.8 

Indiana 179 

Iowa 18.3 

Kansas jgj 

Kentucky 21.4 

Louisiana 19 ‘n 

Maine 16.6 

Maryland 19,4 

Massachusetts 17.6 

Michigan 17,0 

Minnesota 200 

Mississippi 2 U 

Missouri is. 4 



Montana 18.2 

Nebraska 16.6 

Nevada 16.2 

New Hampshire 16.7 

New Jersey 16.0 

New Mexico 20.4 

New York 20.7 

North Carolina 23.6 

North Dakota 17.6 

Ohio 16.7 

Oklahoma 17.9 

Oregon 18.6 

Pennsylvania 17.7 

Rhode Island 17.0 

South Carolina 22.3 

South Dakota 17.8 

Tennessee 19.1 

Texas 17.7 

Utah 20.1 

Vermont 18,4 



Virginia 21.1 

Washington 17.0 

West Virginia 19.7 

Wisconsin 17.9 

Wyoming 19.9 



•Based on a unit value of 60.0 for the federal personal income tax. 



The T value of the revenue for a state can be computed from 
Formula 2 and the T value of local school revenue from Formula 

O. 

The T, value of the school revenues for each state from fed- 
eral, state and local sources is shown in Table 9-6. 

There is considerable variation among the states in the rela- 
tive progriMsivity of the tax revenues used to support the public 

Sch 1 °° f !®\ in T " 8cores is from 15.7 in New Hampshire 

fu d * ? 1 hl ° 24 3 in Hawaii * Attention is directed to the fact 

that these T, values include federal funds as well as state and 
local funds. 



Table 9-7 shows the T value (progressivity value) of state and 
local school revenues only for 1968-69. This table shows that the 
progressivity value of school revenues is reduced for each state 
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TABLE 9-7 

The Relative Progressivity of State and Local Tax Revenues 
for the Public Schools, 1968-69 



State 


Progressivity Value ■ 
( State ana Local 
School Revenues 
Only) 


Progressivity Value * 
(State ana Local 
School Revenues 
State Only) 


Alabama 


17.4 


Montana 


16.3 


Alaska 


21.1 


Nebraska 


14.8 


Arizona 


16.4 


Nevada 


14.2 


Arkansas 


16.3 


New Hampshire 


14.4 


California 


17.4 


New Jersey 


14.9 


Colorado 


16.1 


New Mexico 


16.2 


Connecticut 


16.9 


New York 


20.0 


Delaware 


22.7 


North Carolina 


20.4 


Florida 


14.9 


North Dakota 


16.4 


Georgia 


18.0 


Ohio 


14.3 


Hawaii 


21.9 


Oklahoma 


16.6 


Idaho 


17.4 


Oregon 


16.9 


Illinois 


16.1 


Pennsylvania 


16.2 


Indiana 


16.9 


Rhode Island 


16.6 


Iowa 


16.7 


South Carolina 


17.9 


Kansas 


16.0 


South Dakota 


14.2 


Kentucky 


17.7 


Tennessee 


16.9 


Louisiana 


16.8 


Texas . 


14.7 


Maine 


14.7 


Utah 


18.9 


Maryland 


17.6 


Vermont 


17.7 


Massachusetts 16.0 


Virginia 


18.4 


Michigan 


16.0 


Washington 


16.1 


Minnesota 


18.8 


West Virginia 


16.1 


Mississippi 


16.9 


Wisconsin 


16.9 


Missouri 


16.1 


Wyoming 


14.7 



‘Based on a unit value of 60.0 for the federal personal income tax. 



when federal revenues are excluded. The reduction is greatest 
in the states receiving the highest percentages of their revenue 
from the federal government. When state and local revenues 
only are considered, the progressivity values range from 14.2 in 
South Dakota and Nevada to 22.7 in Delaware. 



Summary 

The technique for measuring the relative progressivity of tax 
structures used to support the public schools presented in this 
chapter is not intended to be a total evaluation of the desirable 
and undesirable characteristics of a state's tax structure. Its pur- 
pose is to present an objective measure of the relative progressiv- 
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ity of the tax structure used to support the public schools in each 
state. No doubt, more accurate instruments for this purpose 
could: be devised. However, it is believed that the relative rank- 
ing of the states with respect to the progressivity of their tax 
structures used to support the public schools as presented in this 
chapter is fairly accurate. • 

What is the optimum progressivity value of revenues used to 
finance the public schools as measured by the method presented 
in this chapter? Certainly it could not be 60 because in order 
for school revenues to have a progressivity value of 50, all school 
revenues would have to be derived from the federal personal in- 
come tax. This would not be feasible or desirable. However, it 
should certainly be higher than 18.54 which was the progressiv- 
ity value of school revenues from federal, state and local sources 
in 1968-69. It is suggested that the optimum progressivity value 
of school revenues as measured by their progressivity in relation 
to the federal personal income tax be approximately 25. It is 
pointed out above that the progressivity value of the revenues to 
finance the public schools under alternative Model 1 would be 
25.65. Under Model 1, 30 percent of school revenues would be 
provided by the federal government, 60 percent by the state and 
10 percent by local school districts. Other combinations could 
be used, especially if states were to increase the progressivity of 
thoir state income taxes and at the same time increase the pro- 
portion of state revenue to be derived from this source. 

FOOTNOTES 

1. John F. Due, "Alternative Tax Sources for Education," Chapter 10 
of Economic Factors Affecting the Financing of Education, edited by R. 
L. Johns, Irving Goffman, Kern Alexander and Dewey Stollar. Gainesville, 
Florida. National Educational Finance Project, Volume 2. 

2. Ibid. 

3. The value of 50 is purely arbitrary. It could be any figure so long 
as that figure is assigned to the tax that is most progressive in relation 
to income. 

4. Tax Burdens and Benefits of Government Expenditures by Income 
Class, 1961-65. New York: Tax Foundation, Inc., 1967. 
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CHAPTER 10 



Alternative State Finance Plans 



In Chapter 9, detailed procedures were set forth for evaluat- 
ing alternative state school finance plans. Some of these proce- 
dures can be expressed in terms of objective measures and other 
procedures are descriptive in nature. In this chapter objective 
measures only will be used in evaluating alternative finance 
models applied to a prototype state. These alternative models 
will be compared by objective methods to determine: (1) the ex- 
tent to which financial equalization of educational opportunity 
is provided and (2) the extent to which the taxes used to finance 
the programs are regressive or progressive. 

School finance models have two major dimensions as follows: 
The allocation dimension and the revenue dimension. The alloca- 
tion dimension includes the target populations to be served ; the 
programs, services and facilities provided for the target popula- 
tions; the computation of unit costs for the programs to be fi- 
nanced ; determination of whether local ability and/or effort will 
be considered in the allocation of state funds ; requirements and 
restraints placed on the use of state funds ; and similar matters. 

The revenue dimension includes the percent of revenues to be 
provided from each of the following sources : federal, state and 
local; the types of taxes to levy at each level of government; the 
progressivity or regressivity of different types of taxes; the 
amount of revenue to allocate for school support and similar mat- 
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ters. In this chapter we will deal only with the state and local 
revenue and allocation dimensions. 

The principal finance models in common use in the United 
States and variations in those models are examined in this chap- 
ter. The financial impact of each model is compared with all 
other models examined on a comparable basis. In order to do 
this, it was found desirable to construct a prototype state with 
conditions somewhat representative of the nation, with real data 
for the districts in that state. The development of data for the 
prototype state is discussed next. 

THE PROTOTYPE STATE 

A prototype state was constructed for the purpose of testing 
alternative models of state support. This prototype state was 
created by starting from a state which represented a wide range 
of conditions among the districts of that state and adding a few 
districts selected from another state which would further diver- 
sify the variations among the districts of the prototype state. All 
of the districts of the prototype state are real school districts and 
the data are actual data. The prototype state includes 32 
districts. Each of these districts is described in the Appendix 
of this volume and certain data for these districts are summa- 
rized in Table 10-4. These districts are described in some detail 
in order that those making decisions on state school fiscal policy 
can determine the impact of each school finance model on a par- 
ticular type of district. It is hoped that people from all states 
can find districts in the prototype state with which they can 
identify. However, it is not claimed that the prototype state is a 
true sample of the nation. For example, all districts included in 
the sample have 1,800 or more pupils and all districts operate 
both elementary and high schools. The prototype state actually 
is a model of a state with a fairly efficient school district organi- 
zation. If all 50 states had as efficient a district organization as 
the prototype state, the total number of school districts in the 
United States would be reduced from some 17,000 to approxi- 
mately 2,000-2,500. 

It is impossible to develop a school finance plan which is 
equitable to the children and also equitable to the taxpayers in a 
state with inefficient small school districts gerrymandered so as 
to sequester wealth and to disequalize educational opportunity. 
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Therefore, the alternative models presented in this chapter are 
tested in a state which has a relatively efficient district organiza- 
tion in order that the impact of the finance model and not the 
district organization might be evaluated. 

The prototype state includes the following types of districts i 

1. Large core city districts. 

2. Suburban districts. 

3. Medium size city districts. 

4. Small city districts. 

5. Rural districts. 

6. Districts with high and low equalized valuation per pupil. 

7. Districts with high and low personal income per pupil. 

8. Districts with a high and low percentage of the culturally 
disadvantaged. 

DEVELOPMENT OF ALTERNATIVE FINANCE MODELS 

There are an infinite number of alternative models of state 
school financing. No two of the fifty states are using exactly the 
same model in all respects. Furthermore, some change in each 
state s school finance plan is made in practically every general 
session of the legislature of that state. Although there are an in- 
finite number of variations in plans of school financing, it is pos- 
sible to make certain useful broad classifications of alternative 
models and to compare the impact of these models assuming that 
each model is applied to the same total revenue from state and 
local sources. In this chapter we are dealing only with alterna- 
tive models of state and local financing which can be controlled 
by the states. Hopefully, federal funds made available to the 
states can be integrated with state funds in such a manner as to 
supplement those funds and, therefore, have the same impact 
within a state as state funds. 

There are, of course, infinite possible variations in the amount 
or relative adequacy of funds provided for the public schools of a 
state. In order to test the impact of the alternative models ex- 
amined in this chapter, the total amount of revenue from all 
sources combined is held constant for all models but the sources 
of the revenue and the methods of allocation are varied. 

As pointed out above, school finance models have two major 
dimensions — the allocation dimension and the revenue dimension. 
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The Allocation Dimension 

Following are the principal types of state school finance 
models classified according to the allocation dimension : 

1. Flat Grant Models. Under this type of model, state grants 
are allocated to local school districts without taking into con- 
sideration variations among the districts in local taxpaying 
ability. There are two major variations of this model as fol- 
lows: 

a. A uniform amount per pupil, per teacher or some other 
unit of need is allotted without taking into consideration 
necessary variations in unit costs of different educational 
programs and services. 

b. Variable amounts per unit of need are allocated to local 
school districts which reflect necessary variations in unit 
costs. 

2. Equalization Models. Under this type of model state funds 
are allocated to local school districts in inverse proportion to 
local taxpaying ability. In other words, more state funds per 
pupil, per teacher, or other unit of need are allocated to the 
districts of less wealth than to those of greater wealth. As in 
the flat grant models, there are two main variations in the 
equalization models as follows: 

a. In computing the cost of the foundation program equal- 
ized, a uniform amount is allowed per pupil, per teacher 
or other unit of need without giving consideration to nec- 
essary variations in unit costs of different educational 
programs and services. 

b. Variable amounts per unit of need which take into con- 
sideration necessary variations in unit costs are used in 
computing the cost of the foundation programs. 

The Revenue Dimension 

Ignoring federal funds, following are the principal types of 
state school finance models classified according to the revenue di- 
mension: 

1. Complete State Support Model 

2. Joint State-Local Support Model. 

3. Complete Local Support Model. 



\ 



ALTERNATIVE STATE FINANCE PLANS 269 

If federal revenue is included the following additional reve- 
nue models can be added: 

1. Federal-state support model. 

2. Federal-state-local model. 

3. Federal-local model. 

4. Complete federal support model. 

The impact of some of these federal related models is exam- 
ined briefly in Chapter 8 of this volume. 

The revenue dimension includes another variable which sub- 
stantially affects the equity of state school finance models. That 
variable is the degree of progressivity (or regressivity) of the 
taxes used to support the public schools. The degree of the prog- 
ressivity of a state’s tax structure depends upon the type of taxes 
a state levies. The state has a wide range of choices in the type 
of taxes it levies. Taxes may be progressive, proportional or re- 
gressive. Approximately 98% of local school tax revenue is de- 
rived from property taxes. Boards of education in most states do 
not have much choice in the type of tax to levy. They must de- 
pend almost entirely on property taxes which are the most re- 
gressive major tax levied. Therefore, the progressivity of the tax 
structure used to support the public schools depends upon two 
factors : 

1. The proportion of school revenue provided by the state 
and, 

2. The relative progressivity of the state’s revenues. 

The alternative school finance models tested in this chapter 
include all of the dimensions described in this section. 

Major Policy Decisions 

The legislature of every state must make the following major 
policy decisions with respect to financing the public schools: 

1. What educational programs and services will be funded in 
the states’ school finance plan and for whom will these pro- 
grams be provided? 

2. Will state funds be apportioned on the flat grant basis 
which ignores differences in the wealth of local school dis- 
trict? or on the equalization basis which provides more state 
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funds per unit of educational need to districts of less wealth 
than to districts of greater wealth? 

3. Will necessary variations in unit costs of different educa- 
tional programs and services be recognized or ignored in al- 
locating state funds on either the flat grant or equalization 
basis? 

4. What proportion of school revenue will be provided by the 
state and what proportion from local sources? 

5. How progressive (or regressive) will be the state’s tax 
structure? 

6. To what extent will the state provide for financial equaliza- 
tion of educational opportunity among school districts of the 
state? 

7. What are the financial needs of the public schools and how 
nearly can those needs be met taking into consideration needs 
for other governmental services and the financial ability of 
the state? 

A number of alternative models and variations in those 
models are examined in this chapter in order to assist decision 
making authorities in determining the consequences of decisions 
they make with respect to decision areas 1 to 6 listed above. Prior 
to testing these models, it is necessary to describe alternative 
methods of treating the data from the prototype state. Those 
methods are presented in the following section. 

UNIT COST DIFFERENTIALS USED FOR PROTOTYPE 

STATE 

In Chapter 6 of this volume, variations in cost per pupil for 
different educational programs are presented. Educational pro- , 
grams designed to meet the many different needs of pupils vary 
widely in per pupil cost. For example, senior high schools cost 
more per pupil than elementary schools. Exceptional education 
programs, vocational programs and programs for compensatory 
education all cost more per pupil than programs provided for pu- 
pils not enrolled in these special high cost programs. Two meth- 
ods are commonly used to adjust for these extra costs — the 
weighted pupil technique and the adjusted instruction unit, 
(sometimes called the adjusted classroom unit or teacher unit). 

The Weighted Pupil Technique. The weighted pupil tech- 
nique is based on the assumption that the pupil-teacher ratio 
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is less and operating costs are higher for certain special programs 
and under certain conditions than for typical elementary school 
programs. The method usually used is to start the weighting of 
pupils by assigning the weight of 1 to the cost per pupil of regu- 
lar pupils enrolled in elementary schools. If it is found that the 
cost of educating exceptional pupils (handicapped pupils) is ap- 
proximately twice the per pupil cost of educating regular pupils 
because the per pupil-teacher ratio is only one-half of the per 
pupil-teacher ratio for regular elementary pupils and operating 
and capital outlay costs are also about twice the amount per pupil 
needed for regular elementary pupils, then the equivalent full 
time pupils enrolled in exceptional education classes are given a 
weight of two. Appropriate weights are also assigned to pupils 
enrolled in the other high cost programs. It costs more per pupil 
to provide educational opportunities for pupils enrolled in small 
isolated schools which because of distance or geographical bar- 
riers cannot be consolidated with other schools. The pupils en- 
rolled in small, isolated schools can also be appropriately 
weighted. 

Table 10-1 sets forth the scale used for weighting the pupils 
in average daily membership in the prototype state. The weights 
for educational programs are average weights computed from 
the data presented in the special studies reported in Volume 3 of 
the National Educational Finance Project. The weights for pu- 
pils attending necessary isolated schools were developed by the 
central staff from current practice. It should not be assumed 
that the weights presented in Table 10-1 are valid for all time. 
Those weights are based on current practice in school systems 
reputed to have good programs in the program areas that are 
weighted. What is current practice today may become outdated 
tomorrow. Therefore, the weights presented in Table 10-1 
should be considered as weights derived from current practice to 
illustrate the methods used in weighting pupils. Furthermore, 
the special satellite studies made by the National Educational 
Finance Project revealed that the cost differentials for special 
educational programs varied widely among different school sys- 
tems. Therefore, much additional research is needed before fully 
reliable cost differentials can be assigned to these special pro- 
grams. However, the evidence is conclusive that vocational edu- 
cation, exceptional education, and compensatory education all 
cost more per pupil than regular educational programs. To defer 
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TABLE 10-1 

Scales Used for Weighting Pupils in the Prototye State 



Prototype 
State Target 
Population ■ 

Programs (ADM) 


Weighting 
For Cost 
Differential * 


Weighted 

Pupils 


Col. 1 


Col. 2 


Col. S 


Col. 4 


Early Childhood 


3 year olds 


30,946 

50,813 


1.40 


43,324 


4 year olds 


1.40 


71,138 


Kindergarten 


(5 year olds) 


56,231 


1.30 


73,100 


Sub Total 


137,990 




187,662 


Non-Isolated Basic 
Elementary and Secondary 


Grades 1-6 


301,777 


1.00 


301,777 


Grades 7-9 


182,961 


1.20 


219,553 


Grades 10-12 


124,693 


1.40 


174,570 


Sub Total 


609,431 




696,900 


Isolated Basic 


Elementary and Secondary 


» 






Elementary Size 


160-200 


6,332 


1.10 


6,966 


100-149 


3,166 


1.20 


3,786 


less than 100 


3,789 


1.30 


4,926 


Junior High 


160-200 


2,266 


1.30 


2,946 


100-140 


1,177 


1.40 


1,648 


less than 100 


1,299 


1.60 


1,948 


Senior High 


160-200 


849 


1.60 


l,fc?3 


100-149 


381 


1.60 


609 


less than 100 


126 


1.70 


214 


Sub Total 


19,374 




24,316 


Special (Exceptional) 


Mentally Handicapped 


16,089 


1.90 


30,669 


Physically Handicapped 2.668 


3.25 


8,671 


Emotionally 


Handicapped 


19,696 


2.80 


66,149 


Special Learning 


Disorder 


5,335 


2.40 


12,804 


Speech Handicapped 


31,152 


1.20 


37,382 


Sub Total 


74,940 




144,576 


Compensatory Education 
Basic: Income 


under $4,000 


131,165 


2.00 


262,330 


Vocational — Technical 


46,502 


1.80 


83,704 


Total All Categories 


(Preschool — Grade 12) 1,019,402 




1,398,386 



•Full time equivalent membership. 

b Elementary schools must be 10 miles or more by road from another 
elementary school in order to be weighted for isolation; junior high schools 
15 or more miles from another junior high school and senior high schools, 
20 miles or more from another senior high school. 

'These weights vary slightly from the weights reported in Chapter 6 
because a few additional districts were added to the sample from which the 
averages were computed. 






ALTERNATIVE STATE FINANCE PLANS 273 

making allowance in state support programs for the extra costs 
of these special programs until exact information is available on 
these cost differentials would be self-defeating. 

It will be noted from Table 10-1 that there are 1,019,402 pu- 
pils in average daily membership in the prototype state but there 
are 1,398,386 weighted pupils in average daily membership. As 
will be shown later in this chapter the ratio of weighted pupils in 
A.D.M. to pupils in A.D.M. varies widely among the districts of 
the state. Therefore, the use of weighted pupils instead of un- 
weighted pupils in apportioning state school funds substantially 
improves the equity of a state’s school finance plan. 

The Adjusted Instruction Unit Technique. This technique 
is actually a function of the weighted pupil technique. Let us 
assume that it is desired to express the state guaranteed program 
in terms of instruction units and that those units include all in- 
struction personnel such as classroom teachers, principals, super- 
visors, guidance counselors, librarians, etc. Let us also assume 
that the decision has been made to allot one instruction unit for 
each 25 pupils in average daily membership in elementary schools 
for regular elementary pupils (non-high coat pupils). The pupil 
instruction unit ratios for all types of educational programs can 
be determined by dividing 25 by the same cost differential 
weights used to compute weighted pupils. The method of com- 
puting adjusted instruction units is set forth in Table 10-2. The 
number of adjusted instruction units for each program category 
is shown in column 5 of Table 10-2. 

The relationship between weighted pupils and adjusted in- 
struction units can readily be shown by dividing the number of 
weighted pupils shown in column 4 of Table 10-1 by 25. The quo- 
tient is the same number of adjusted instruction units as shown 
in column 5 of Table 10-2. Therefore, the weighted pupil is ex- 
actly 1/25 of the adjusted instruction unit assuming the same 
weights are used in calculating both units and assuming that an 
A.D.M. per instruction unit of 25 to 1 is desired for elementary 
schools. The pupil instruction unit ratio could, of course, be 
higher or lower and the mathematical relationship between the 
two units will be determined by the pupil instruction unit ratio 
selected. 

Some states start with higher pupil-teacher ratios and com- 
pute adjusted classroom teacher units first and then increase 
those units by some fraction in order to provide for other in- 
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structional personnel needed, such as principals, supervisors, 
Since counselors, librarians, etc. For example ^tedcbass- 
room teacher units could be computed by starting i P 
in A.D.M. of regular pupils enrolled in elementary sc oo s 
weighting for other educational programs as shown in Table 10 2. 

Then total adjusted instruction units can be “T™ ich as 1/8 
plying the classroom teacher units by some fract on such “ s ° 
and adding the product to adjusted dassroom um^ Un «" 3uch 
a formula adjusted instruction units could be 112.5 percent 

adjusted classroom teacher units. , 

It should not be assumed from the discussion of computation 

of adjusted instruction units presented in this chapter, 
nunil-teacher ratios presented are the ratios recommended by the 
NahoS Educational Finance Project. The ratio, presented are 
for the purpose of illustrating the method of calculating weighted 
pupils and adjusted instruction units. Subsequent mjMrch m y 
Show that higher or lower pupil teacher ratal M 1 are ^‘rable^The 
pupil-teacher or pupil instruction uni ratio I P^d f °r m i the 
State urogram is one of the major decisions affecting the cost oi 
fhe educaTonai program made by a legislature in its program 

f ° r Cw"emC h o/^eigliSd Pupils or Adjaated /M(m«o nUmts 

into Costs. Weighted pupils can be converted into costs by m 
tiDlving the number of weighted pupils by a uniform allotment 
per weighted pupil since necessary cost differentials have al- 
?eadv been provided for. The cost of the state guaranteed pro- 
gram including all current expenses except the cost of such 
support services as school transportation, free textbooks and 
school food service can be computed by multiplying weig 
nunils by a uniform amount per weighted pupil. The cost of 
guaranteed program can be computed from adjusted mstruction 
units by multiplying the units by a uniform amount also Let 
us assume that the legislature has decided to provide $500 pei 
weighted pupil in A.D.M. in order to finance all current expenses 
other than provisions for school transportation, free 
and school food service. The cost of the guaranteed program for 
each district can then be determined by multiplying the weighte 
Xilffor'that district by *600. If the cost of the program .s 
rnnmuted from adjusted instruction units shown in Table 10 2, 
tTunits are multiplied by $12,500. The total cost of the pro- 
gram for each district would be identical regardless of which 
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method is used. Since these methods are equivalent mathemati- 
cally, the legislature should select the method which it be! Wes 
will be most acceptable in that state. The weighted pupil tech- 
nique may be easier to manipulate mathematically but the ad- 
justed instruction unit may be easier for the lay public to under- 
stand than the weighted pupil. The weighted pupil is used in 
this chapter to compare alternative state school finance models 

although the adjusted instruction unit could have been used iust 
as effectively. 

The cost of the state guaranteed program for capital outlay 
can also be computed fairly equitably in terms of weighted pupils 
or adjusted classroom units. 

Attention is directed to the fact that the use of adjusted in- 
struction units or weighted pupils to adjust for high cost pro- 
grams in allocating state funds in effect establishes a type of edu- 
cational program budget because a district cannot obtain ad- 
justed instruction units or weighted pupils for high cost pro- 
grams unless it actually provides those services. The use of ad- 
justed instruction units or weighted pupils in state apportion- 
ment makes it possible for districts that have unusual needs for 
high cost programs to provide those programs. It also assures 
the state that target populations who need these programs will 
have them available. The use of program budgeting in the state 
plan of apportionment has all the advantages of categorical aids 
for special educational programs without the disadvantages of 
the fragmented uncoordinated budgeting resulting from a wide 
use of categorical grants. The adjusted instruction unit has 
some advantages over the weighted pupil unit in developing a 
program budget because the adjusted instruction unit reveals 
the number of instructional personnel provided for in state fi- 
nance plans for each educational program area. Since capital 
outlay needs and other operating costs are closely associated 
with instruction units, the state legislature is enabled by this 
method to make a state total estimate of the funds allocated to 
each educational program area in its finance plan. 

Differential Costs of Pupil Transportation . It has long been 
recognized that the cost per pupil transported varies widely 
among school districts due largely to variations in the density of 
transported pupils. States allocating state funds for transporta- 
tion usually allot more funds per pupil for districts with a low 
pupil density of transported pupils than to districts with a high 
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TABLE 10-3 

Table fob Computing Cost Differentials for School Transportation 



Number of 
Pupils 
Transported 
Per Route Mile 
(One Way) 


Allotment 

Per 

Pupil 

Transported 
Per Year 


Below .5 


$90.00 


.6 - .74 


77.00 


.76- .99 


66.00 


1.00-1.24 


66.00 


1.26-1.49 


49.00 


1.60-1.74 


43.00 


1.76-1.99 


40.00 


2.00-2.24 


37.00 


2.26-2.99 


34.00 


3.00-3.49 


32.00 


3.60-3.99 


31.00 


4.00 and above 


30.00 



density. Table 10-3 presents an example of such a scale. It will 
be noted that the allotment per pupil transported is three times 
as much in the district with the lowest density of transported 
pupils as in the districts with highest density. It should not be 
assumed that this is an ideal scale of cost differentials for pupil 
transportation. Costs vary from state to state and from year to 
year. This scale was used for the purpose of illustrating how 
necessary cost differentials may be computed for transportation 
and it was used in computing the allotment for transportation in 
the alternative finance models analyzed in this chapter. 

Computing the Cost of Other Programs and Services. As 
pointed out above, capital outlay costs can be computed fairly 
equitably in terms of weighted pupils or adjusted classroom 
units. Alternative plans for financing the capital outlay needs 
of the public schools are discussed in some detail in Chapter 7 of 
Volume 3 of the National Educational Finance Project entitled 
Planning to Finance Education. 

Costs of the school food service program to include in the 
state school finance plan should be based on the number of chil- 
dren served, the type of lunch served, the number of needed free 
and reduced price lunches served and perhaps other factors. Var- 
ious models for financing the school food service program are dis- 
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cussed in Chapter 8 of Volume 3 of the National Educational 
Finance Project. 

Computations for capital outlay needs and school food serv- 
ice needs are not included in the alternative finance models ex- 
amined in this chapter, not because these functions are not im- 
portant but in order to simplify the computations and analyses 
presented. 

Some states provide for school food service, capital outlay, 
textbooks and certain other items through state categorical 
grants. This may be desirable for certain budget items but cate- 
gorical grants should be held to a minimum in order to increase 
the efficiency of administration. Even if categorical grants are 
provided, these grants should be included in the same state ap- 
propriation package as general aid in order that the legislature 
may be facilitated in determining relative priorities it assigns to 
different educational program and service areas provided for in 
the state’s finance plan. 

Other Factors that Might be Considered in Determining Nec- 
essary Cost Differentials. There are some other factors that 
might affect unit costs for an equivalent quality of educational 
services. One of the most commonly mentioned factors is varia- 
tions in the cost of living among the districts of a state. The 
National Educational Finance Project did not have the resources 
to make an in-depth study of necessary variations among the dis- 
tricts of a state in the cost of living for an equivalent standard 
of living. Usually a board of education spends 75 to 80 percent 
of its operating budget for salaries and wages. Variation among 
the districts in rents would affect the living costs of personnel 
employed by boards of education. Undoubtedly, rents are higher 
in some urban areas of high density than in some rural areas. 
However, the cost of obtaining medical services and other amen- 
ities of life is higher in remote rural areas than in urban areas 
because of the extra travel required. Since the National Educa- 
tional Finance Project did not have data available on which it 
could make estimates of necessary variations in unit costs of edu- 
cation due to variations in the cost of living, no weighting for 
this item was provided for in the prototype state. 

The quality of teachers provided in a school district or in an 
individual school within a district undoubtedly affects the qual- 
ity of education provided more than any other single factor. In 
order to have substantial equality of educational opportunity the 
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pupils of different districts and different schools within a dis- 
trict should have equal access to the best quality of teachers. 
Placement bureaus of teacher education institutions find that 
many of their graduates will not accept positions in remote rural 
areas with no cultural advantages or in urban ghettos when they 
have the choice of accepting positions in middle class suburban 
or urban areas. There is some reason to believe that in order to 
give the pupils in remote rural areas and in ghetto urban areas 
equal access to the quality of teachers available in other areas 
that extra supplements should be made to the salaries of teachers 
employed in such areas. The National Educational Finance Proj- 
ect did not have the resources to make studies of the cost differ- 
entials necessary to accomplish these purposes. Therefore, no 
weighting for these items was provided for in the prototype state. 

It might seem that the National Educational Finance Project 
is overemphasizing the importance of cost differentials. How- 
ever, it seems safe to predict that in the future the federal and 
state governments will inevitably be compelled to provide a much 
higher percent of school revenues than at the present time if edu- 
cational needs are to be met. As we move to more central fund- 
ing of school costs, it is essential that central governments pro- 
vide for necessary variations among school districts in unit 
costs or they will disequalize the educational opportunities they 
are attempting to equalize. 



METHODS OF TESTING ALTERNATIVE MODELS 

Eighteen alternative models of state school finance programs 
are analyzed in this chapter. These models encompass all of the 
major decisions that must be made by a legislature except the 
adequacy of the program provided. Table 10-4 presents certain 
information for each of the 32 districts in the prototype state. 
The districts are listed in order of equalized valuation per 
weighted pupil in average daily membership. This procedure is 
followed in all the tables, 10-4 to 10-22 presented in this chapter. 
Detailed information for each district of the prototype state is 
presented in the Appendix of this volume. Tables 10-5 to 10-22 
present detailed analyses of the application of each of the eigh- 
teen models to the 32 districts of the prototype state. Table 10- 
23 presents a summary of the evaluation of each of the eighteen 
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models by three objective methods. Figures 10-1 to 10-19 pre- 
sent a graphical picture of each model. 

Methods of Evaluation of Models 

The three objective methods used to evaluate each model are 
as follows : 

1. Average deviation from full equalization. 

2. Score on the National Educational Finance Project scale 
for measuring the extent of financial equalization of the 
state’s finance program. 

3. Score on the National Educational Finance Project scale 
for measuring tax progressivity. 

The average deviation from full equalization is computed by 
assuming that the same total revenue from state and local reve- 
nues is available in all eighteen models, but methods of alloca- 
tion and sources of revenue differ. A computation is made on the 
basis of weighted pupils and necessary transportation costs show- 
ing the total amount of funds each district would have, if each 
district had the same amount of money available per weighted 
pupil and its necessary transportation costs. In other words, 
this computation shows the revenue that each district would 
have available if complete financial equalization were provided 
throughout the state. Then, the deviation of each district from 
complete equalization is computed. This computation shows the 
financial impact of each model on each district of a state and is 
reported in Tables 10-5 to 10-22. 

The National Educational Finance Project scale for measur- 
ing the extent of financial equalization of educational opportu- 
nity is described in detail in Chapter 9 of this volume. The score 
on the NEFP scale is very highly correlated negatively with the 
measure “average deviation from full equalization.” The mini- 
mum score on this scale is 1 and the maximum score is 8.4. The 
advantage of the NEFP scale is that it can be used quickly to 
evaluate a proposed change in a state’s finance model without 
computing the impact of the change on all districts of a state. 

The Tax Progressivity scale is also discussed in detail in 
Chapter 9. In applying this scale to the prototype state, the as- 
sumption is made that the prototype state had a state tax struc- 
ture equivalent to the progressivity of the tax structure of the 
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average state. Any state could, of course, increase or decrease 
the progressivity of its state tax structure by increasing or de- 
creasing the proportion of its tax revenue derived from relatively 
progressive taxes. 

Assumption Made for All Models 

In order to compare these eighteen models on the same basis 
it was necessary to make the following assumptions : 

1. That the same total revenue was available for all models 
but the proportion from state and local sources varied. 

2. That all districts levied Uie legal limit of taxes permitted 
by the state. This might seem unrealistic but it does repre- 
sent a comparable measure of the local tax revenue potential 
of each district. 

List of Models Tested 

Following is a list of the eighteen models tested and a brief 
description of each : 

1. Flat grant models with the same total revenue and the same 
proportion from state and local sources with different meth- 
ods of apportionment. 

MODEL I-A Flat grant of $500 per pupil in A.D.M., un- 
weighted pupils, no aid for transportation, local tax rate 
12 mills. 

MODEL I-B Same total state funds as Model I-A but state 
funds are distributed on the basis of weighted pupils, and 
need for transportation and same local funds as Model 
I-A. 



2. Equalization models with the same total state funds and 
same total local funds as MODEL I-A. 

MODEL II-A Strayer-Haig equalization formula, unweighted 
pupils, transportation allotment, 5 mills required local 
effort, 7 mills local leeway. 

The Strayer Haig equalization formula (or an adaptation 
of that formula) is the most commonly used model for appor- 
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tioning state school funds. Under this formula the cost of 
the foundation program which the legislature desires to guar- 
antee for each district is computed and from that cost is de- 
ducted the amount of funds which each district can raise 
locally through a minimum required local tax effort and the 
difference is allocated to the district from state funds. Al- 
though this model seems simple, there are numerous varia- 
tions in the elements of the model which have a profound im- 
pact on the finances of local school districts. The impact of 
some of these variations is revealed in the tables presented 
below. 

MODEL II-B Same as Model I- A except pupils are weighted. 

MODEL II-C Same as Model II-B except required local ef- 
fort is 10 mills and local leeway 2 mills. 

MODEL II-D Complete equalization, same as Model II-A ex- 
cept required local effort i3 12 mills and there is no local 
leeway. 

3. Percentage Equalizing Formula. 

MODEL III The state’s share of the cost of the foundation 
program of a district under this formula is computed by 
multiplying the cost of the foundation program of any 
district by 100 percent minus a predetermined percentage 
figure which, in turn, is multiplied by the quotient of the 
equalized value of property of the district divided by the 
state average equalized value of property per weighted 
pupil. Let A equal the cost of the foundation program ; 
D, the equalized value of property per pupil in the district ; 
S, the state average equalized value of property per pupil ; 
and E, the predetermined constant factor. Then the state 
aid for district under this formula equals the cost of the 

foundation program (A) multiplied by 1— [-5-XE]. De- 
spite its seeming complexity, this formula gives exactly 
the same result as the Strayer-Haig formula when ap- 
plied to measures of need based on weighted pupils or 
adjusted instruction units for any given level of founda- 
tion program. 2 This is demonstrated in Tables 10-8 and 
10-11. 
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4. Flat Grant models with the same total revenue as in Model 

I-A but increasing the proportion of revenues from state 

sources and decreasing local revenue. 

MODEL IV-A Apportionment method the same as Model I-B, 
but limit local revenue to 7 mills and increase state ap- 
propriation the equivalent of 6 mills. 

MODEL IV-B Same as IV-A but limit local revenues to 4 mills 
and increase state appropriation the equivalent of 8 mills. 

MODEL IV-C Complete equalization apportionment method 
same as IV-A except no local millage and state appropria- 
tion increased the equivalent of 12 mills. 

6. Equalization models with the same total revenue as Model 
I-A but increasing the proportion of revenue from state 
sources and decreasing local revenue. 

MODEL V-A Apportionment according to method of II-B, 7 
mill limit on local taxes, 4 mill required effort, 3 mill lee- 
way and state appropriation increased the equivalent of 6 
mills. 

MODEL V-B Same as V-A except 4 mill limit on local taxes, 
2 mill required effort, 2 mill local leeway and increased 
state funds the equivalent of 8 mills. 

MODEL V-C Complete equalization — same as V-A except no 
local taxes and state appropriation increased the equiva- 
lent of 12 mills. 

6. Flat grant models with the same total revenue as I-A but 

increasing the proportion of revenue from local sources 
and decreasing state revenue. 

MODEL VI- A Apportionment method the same as I-B, 50% 
of revenue from state sources and 50% local revenue, local 
tax rate 16.3 mills. 

MODEL VI-B Same as VI-A except state revenue 26%, local 
revenue 75% and local tax rate 24.452 mills. 

7. Equalization models with the same total revenue as I-A but 

increasing the revenue from local sources and decreasing 
state revenue. 
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MODEL VILA 50% of revenue from state sources, 50% from 
local sources, apportionment according to method II-B 
except total local millage of 16.3 mills, 11 mills required 
effort and local leeway of 5.3 mills. 

MODEL VII-B Same as VII-A except state revenue 25%, 
local revenue 75%, local millage 24.452, required local ef- 
fort of 10 mills and local leeway of 14.452 miles. 

8. Complete local support model. 

MODEL VIII Same total revenue as Model I-A, all local rev- 
enue, local tax rate of 32.6024 mills. 



ANALYSIS OF IMPACT OF ALTERNATIVE MODELS 

TESTED 

Some variations among the S2 districts of significance to 
school financing are presented in Table 10-4. The districts range 
irom 1,811 pupils in average daily membership to 208,014 The 

»2r PUPilS in SVerage daily membership is from 

2,404 to 324,828. The 32 districts in Table 10-4 are listed in 

order of equalized valuation per weighted pupil from highest to 
*. \” lU be ”°t e d that the district of greatest wealth has 
PP oximately six times the equalized valuation per weighted 
pupil as the district of least wealth. 

Variations in the relationship of weighted pupils to pupils in 
average daily membership are of great significance to school fi- 
nancing. For example, in District 3, a large wealthy, urban dis- 
tnct, weighted pupils are 130 percent of pupils in A.D.M. In 
15 ? ’ a. arge, urban district of less than average wealth, 

wmghted pupils are 156 percent of pupils in A.D.M. Thus, Dis- 
trict 25 not only has a higher percentage of high cost pupils than 
the state average but it has considerably less wealth per pupil 
than the state average. All large urban districts do not have the 
same conditions. Some are much wealthier than others and 
some have a much higher percent of disadvantaged high cost 
pupils than other cities similar in size. To ignore these varia- 
tions m a state school finance plan is . to fail to equalize educa- 
tional opportunity. 

The same type of variations exist among small districts. For 
example, m District 4, a relatively small, wealthy district, 
weighted pupils are 130 percent of A.D.M. but in District 29, a 
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relatively small district, far below the state average in wealth, 
weighted pupils are 149 percent of pupils in A.D.M. 

The extent to which the alternative finance models tested 
equalize the financial support of the public schools and provide 
progressivity in the tax structure for school support is presented 
in the remainder of this section. 

Flat Grant Models with the Same Total Revenue and the Same 
Proportion from State and Local Sources 

Two models are examined under this classification. In Model 
I-A, the state allotment is computed simply by multiplying $500 
times the A.D.M. of each district and each district has the poten- 
tial of local revenue equal to 12 mills times its equalized valua- 
tion. Table 10-6 shows that under this model state funds would 
total $509,700,000 and local funds $296,874,000 making a total 
revenue of $806,674,000. All of the alternative models from 
Model I-A through Model VIII are computed on the basis of ap- 
proximately $806,674,000 of total revenue available for the sup- 
port of the public schools but the models vary in the proportions 
from state and local sources and in methods of apportionment. 
The $500 per pupil in A.D.M. was arbitrarily selected. It is not 
suggested that this is the amount of state revenue that a state 
should provide. The $500 per pupil in A.D.M. was selected purely 
for purposes of illustration and a basis of comparison. 

Model I-A is one of the most primitive methods of apportion- 
ing state school funds. It does not recognize variations in local 
tax paying ability, necessary variations in pupil costs or varia- 
tions in transportation needs. Table 10-23 shows an average de- 
viation of 15.42 percent from full equalization for Model I-A and 
a score of 4.3 on the NEFP scale. The average deviation from 
the full equalization scale is negatively correlated with the score 
on the NEFP scale. The scores on the NEFP scale range from 1 
for no equalization to 8.4 for complete equalization. The scores 
on the average deviation from full equalization range from 0 for 
complete equalization to 30.98 for no equalization for the models 
tested. 

The failure of Model I-A to financially equalize educational 
opportunity is more fully revealed in Table 10-5. This table 
shows that District 1, the district of greatest wealth per pupil 
would have revenue equal to 161 percent of the revenue required 
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for complete equalization in the state and that District 31, the 
district next to the lowest in wealth would have only 70 percent 
of the revenue required under complete equalization. This is 
highly significant because under Model I-A the state provides 63 
percent of total school revenue but the state appropriation is dis- 
tributed so crudely in relation to educational need that educa- 
tional opportunity is far from equalized in the prototype state. 
Table 10-5 shows that the districts of below average wealth in 
general do not receive enough state aid under Model I-A to pro- 
vide educational opportunities comparable to the districts of 
above average wealth. Despite the inequity of this model, a con- 
siderable amount of state school revenue in the nation is still 
being distributed on some type of a flat per pupil basis in 
A.D.A., A.D.M. or census basis. 

Model I-B is an improvement over Model I-A. Under Model 
I-B, the same state revenue, $509,700,000 is apportioned to the 
32 districts but it is apportioned on a weighted pupil basis after 
providing for the necessary costs of transportation. The com- 
putations for this model are shown in Table 10-6. It is noted 
that the district of greatest wealth, District 1, will have 154 per- 
cent of the revenue available required for complete equalization 
and District 32, the district of least wealth, 78 percent. Table 
10-23 shows an average deviation of 11.40 percent from full 
equalization and an NEFP score of 5.1. This is some improve- 
ment over Model I-A but educational opportunities are still far 
from equalized under Model I-B. 

A profile of the revenue available per weighted pupil from 
state and local sources under Model I-A is presented for 16 ran- 
domly selected districts of the prototype state, ranging from the 
most wealthy to the least wealthy. Revenue available for trans- 
portation was excluded in order to place all districts on a com- 
parable basis. Only 16 districts, the odd numbered districts, are 
included in the graph in order to simplify the presentation. Com- 
paring Figure 10-1 with Figure 10-2, it is noted that the length 
of the bars for the 16 districts is more nearly uniform under 
Model 10-B than Model 10-A. The impact of each finance model 
on each of the 16 districts is graphically presented for all models 
examined. The equalization qualities of all models can be com- 
pared from these figures because the more nearly uniform the 
length of the bars for a model, the greater its equalizing quali- 
ties. 
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Equalization Models with the Same Total State Funds and Total 

Local Funds as Model I-A 

Four models are examined under this classification. Under 
Model II-A, the cost of the foundation program is computed on 
the basis of A.D.M. (unweighted pupils) and the necessary costs 
of transportation. Each district is required to contribute the 
yield of a 5 mill levy on its equalized valuation to the costs of its 
foundation program and the balance is provided by the state. 
Each district has 7 mills local leeway. Table 10-23 would indi- 
cate that Model II-A would not be any improvement over Model 
I-B because both models have almost the same average deviation 
from full equalization scores and NEFP scale scores. However, 
Table 10-7 shows that Model II-A is a considerable improvement 
in equalization over Model I-B because the range in percent of 
complete equalization is much less. Under Model II-A the scores 
range from 138 percent of full equalization in District 1 to 81 
percent in District 31, the district next to the bottom in per pupil 
wealth. Table 10-6 shows that the range for Model I-B is from 
154 percent to 78 percent. 

Model II-B is a marked improvement over Model II-A because 
the pupils are weighted in Model II-B. Other provisions of 
Model II-B are exactly the same as under Model II-A. Table 
10-23 shows that Model II-B has an average deviation from full 
equalization score of 6.65 and an NEFP score of 6.3. Table 10-8 
shows that the district of greatest wealth has 131 percent of the 
revenue required for complete equalization and the district of 
least wealth 87 percent. 

Model II-C is exactly the same as Model II-B except that the 
required local effort in support of the foundation program is 10 
mills and the local leeway is two mills. Table 10-23 and Figures 
10-4 and 10-5 show that Model II-C much more nearly equalizes 
educational opportunity than Model II-B. The average percent 
deviation from full equalization is only 1.90 and the score on the 
NEFP scale is 7.6. Table 10-9 shows that under Model II-C, that 
the district of greatest wealth has only 109 percent of the reve- 
nue required for full equalization and the district of least wealth, 
96 percent. A comparison of Models II-B and II-C shows that 
the greater the local tax leeway, the greater the financial dis- 
equalization from a given amount of state and local revenue. The 
local tax leeway under Model II-B is 7 mills and under Model 
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II-C, 2 mills. Furthermore, a comparison of these two models 
also shows that the greater the proportion of the legal limit of 
local taxes that districts are required to contribute to the cost of 
the foundation program, the greater the financial equalization of 
educational opportunity. 

Model II-D shows what would happen if all districts were re- 
quired to contribute the full amount of the yield of the legal 
local tax limit (in this case 12 mills) to the cost of the founda- 
tion program. This would provide for complete equalization be- 
cause its effect would be to convert the local tax levy of 12 mills 
to a state levy of a like amount for schools. Table 10-23 shows 
that the average deviation from complete equalization would be 
0 under Model II-D and the NEFP score would be 8.4. Table 10- 
10 shows the amount of revenue each district would have avail- 
able under full financial equalization assuming total revenue of 
approximately $806,574,000 from state and local sources is 
available. 



The Percentage Equalizing Formula 

Model III is the percentage equalizing formula (sometimes 
called the state aid ratio formula) described earlier in this chap- 
ter. The computations for this formula are shown in Table 10- 
11. It is noted, that except for deviations due to rounding of 
totals, the computations for Model III are the same as for Model 
II-B because they are based on the same unit costs and the same 
percent of state funds contributed to the cost of the foundation 
program and a required minimum level foundation program. 
The percentage equalizing formula is only a mathematical ma- 
nipulation of the Strayer-Haig formula. Table 10-11 shows that, 
excluding transportation, the state contributes 51.193 percent of 
the cost of the foundation program to District 1. This same per- 
centage can be computed from Table 10-8 for Model II-B as fol- 
lows: Deduct $28,140, the amount allocated for transportation 
from $4,073,537, the total state funds allocated to District 1 and 
divide the remainder by $7,902,210, the total cost of its founda- 
tion program, excluding transportation and the quotient is 51.193 
percent. 

A state may wish to establish a variable level foundation pro- 
gram for its districts depending upon the local tax effort the dis- 
trict makes. The percentage equalizing formula can be con- 
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verted into a state aid ratio formula as follows : Divide the state 
percentage for a district by its local percentage and the quotient 
is the ratio of state aid dollars to local dollars. Using District 1 
as an example: 51.193 the state percentage divided by 48.807, 
the local percentage equals 1.0488. This quotient multiplied by 
$3,857,000, the yield of a 5 mill levy in District 1, equals $4,045,- 
000, which is equivalent to the state contribution for the 
W.A.D.M. allotment computed by the percentage equalizing for- 
mula shown in Table 10-11. 

The original Strayer-Haig formula has the advantage over 
the percentage equalizing formula in that under the Strayer- 
Haig formula, the allowable costs of transportation can be in- 
cluded as a part of the foundation program but under the per- 
centage equalizing formula, the costs of transportation must be 
provided for under a special categorical appropriation if the 
penalization of districts with a heavy burden of transportation 
is avoided. For example, if each district had to provide the same 
percent of the cost of transportation as the percent required for 
the remainder of its foundation program, District 2, under the 
percentage equalizing formula, would be required to use no local 
funds for this purpose because it has no transportation needs. 
District 10 has allowable transportation costs totalling $2,275,- 
000. Under the percentage equalizing formula, it would have to 
provide 23 percent of this cost from local funds. This would 
amount to $523,000 or 12 percent of its local revenue whereas 
District 2 would not have to use any of its local revenue for this 
purpose. 

There is another important difference between the percentage 
equalizing adaptation of the Strayer-Haig formula and the orig- 
inal Strayer-Haig formula. The percentage equalizing formula 
can be used to allocate state funds for any level of state support 
ranging from 0 to no limit. Under the percentage equalizing 
formula, a district would receive no state funds if it levied no 
local taxes because under this formula, state funds equal the 
state aid ratio for that district multiplied by the yield of its local 
levy. Under the original Strayer-Haig formula, state aid equals 
the difference between the cost of a district’s foundation pro- 
gram and the yield of a required minimum local tax effort. Under 
the Strayer-Haig formula, the district that levied 0 local taxes 
would still receive the state’s portion of its foundation program. 
Therefore, the penalty for lack of local tax effort is greater 
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under the percentage equalizing formula. Actually, no state 
using the percentage equalizing formula could permit a local dis- 
trict to levy 0 taxes because if it did, the public school system 
would be abolished in a district levying 0 taxes. Therefore, any 
state using the equalization model, regardless of the formula 
must set some type of minimum required effort. It would seem 
better policy for a state to mandate the minimum required mini- 
mum local effort regardless of whether the percentage equalizing 
formula or the Strayer-Haig formula is used. To leave the re- 
quired minimum effort optional under either formula prevents 
the state from assuring any foundation program of education 
for all children in a state. 

The percentage equalizing formula has been used as an in- 
centive to increase local tax effort by matching loc'v’ funds 
raised by the local school district in addition to the required 
minimum effort on the same percentage basis as is used in 
allocating funds for the required minimum foundation pro- 
grams. This in effect establishes a variable level foundation 
program varying for each district in proportion to the local effort 
it is willing to make, but all districts, regardless of variations in 
per pupil wealth could have the same level of foundation pro- 
gram, if they made the same effort. Exactly the same incentive 
could be provided under the Strayer-Haig formula if the state 
would establish a variable level foundation program depending 
upon variations in local effort instead of setting a uniform fixed 
level for the foundation program. A financial incentive for in- 
creased local tax effort to support schools has some advantages 
but it also ha 3 some disadvantages as is pointed out later in this 
chapter. 

Flat Grant Models with the Same Total Revenue as Model I-A 

But Increasing the Proportion from State Sources and De- 
creasing Local Sources 

Under Model IV-A, state funds are apportioned under the 
same method as I-B but total state revenue is increased the 
equivalent of the yield of a 5 mill levy on the equalized valuation 
and local taxes are reduced from 12 mills to 7 mills. Table 10-23 
shows the flat grant Model IV-A is a considerable improvement 
over flat grant Model I-B because average deviation from full 
equalization is reduced from 11.40 to 6.65 and the NEFP score 
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is increased from 5*1 to 6.4. When Table 10-6 is compared with 
Table 10-12, it is observed that the range in deviation is 154 per- 
cent to 78 percent for Model I-B and 131 percent to 87 percent 
for Model IV-A. 

Flat grant Model IV-B greatly advances financial equali- 
zation because under this model, the state appropriation is in- 
creased the equivalent of 8 mills and local property taxes are re- 
duced from 12 mills to 4 mills. Table 10-23 shows that Model 
IV-B has an average deviation of only 3.8 percent from full 
equalization and an NEFP score of 7.2. Table 10-13 shows that 
the deviations from full equalization of the districts of greatest 
wealth from full equalization as compared with the districts of 
least wealth are also greatly reduced. It is noted when compar- 
ing Models I-B, IV-A and IV-B, that the higher the percent of 
total revenue provided from state sources, that the greater the 
possibility of financial equalization by a flat grant model. 

Under Model IV-C, state funds are increased the equivalent 
of 12 mills and local taxes for schools abolished. This, of course, 
provider) for complete equalization. It is equivalent to the Hawaii 
plan for school financing. 

Equalization Models with the Same Total Revenue as Model I-A 

But Increasing the Proportion of Revenue from State Sources 

and Decreasing Local Revenue 

Under Model V-A, apportionment is made according to the 
Model II-B except that state revenue is increased the equivalent 
of 5 mills, local revenue is reduced to 7 mills, 4 mills of which is 
used for required local effort to support the foundation pro- 
grams, leaving a local leeway of 3 mills. Table 10-23 shows that 
Model V-A provides considerably more financial equalization 
than Model II-B. Average deviation from full equalization is re- 
duced from 6.65 percent to 2.85 percent and the NEFP score is 
increased from 6.3 to 7.2. 

Model V-B further advances financial equalization. Under 
this model, the state appropriation is increased the equivalent of 
8 mills, local taxes are reduced from 12 mills to 4 mills, 2 mills of 
which is required for the support of the foundation program and 
2 mills is left for local leeway. The average deviation from full 
equalization of Model V-B is only 1.90 percent and the NEFP 
score is 7.5. Table 10-16 shows that under Model V-B, the dis- 
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trict of greatest wealth has total revenue available equal to 109 
percent of full equalization and the revenue available to the dis- 
trict of least wealth equals 96 percent of full equalization. 

A comparison of Models II-B, V-A and V-B also shows that 
the greater the percent of school funds provided from state 
sources, the greater the possibility of equalizing financial re- 
sources under equalization formulas. 

A comparison of all flat grant models with all equalization 
models reveals that with a given amount of state money, it is 
possible to more nearly financially equalize financial resources 
with an equalization model than with a flat grant model. 

A comparison of Model IV-B with Model V-B shows that as 
we approach full state funding, that differences between flat 
grant models and equalizing models begin to disappear provided 
that necessary variations in unit costs are incorporated in both 
types of models. Approximately 88 percent of total revenue is 
provided by the state in Models IV-B and V-B. 

Model V-C is identical with Model IV-C showing that the 
terminal point of both flat grant and equalization models is com- 
plete equalization as we approach full state funding. 

Flat Grant Models with the Same Total Revenue as Model I-A but 

Increasing the Proportion of Revenue from Local Sources and 

Decreasing State Revenue 

Under Model VI-A, state funds are apportioned according to 
the method of I-B but 60% of total revenue is provided from 
state sources and 60% from local sources. This requires an in- 
crease of the local levy from 12 mills to 16.3 mills. Table VI-A 
shows that this policy decreases equalization. Comparing Model 
VI-A with I-B, the average deviation from full equalization is in- 
creased from 11.40 percent to 16.48 percent and the NEFP score 
is reduced from 5.1 to 4.1. Comparing Table 10-6 with 10-18, 
the range in percent of full equalization is increased from 78 to 
164 for Model I-B to 70 to 173 for Model VI-A. 

Model VI-B is the same as Model VI-A except that local taxes 
provide 75 percent of total revenue, state sources 26 percent and 
it is necessary to increase the local tax levy to 24.452 mills. This 
model further disequalizes financial equalization. As compared 
with Model VI-A, the average deviation from full equalization is 
increased from 15.48 percent to 23.23 percent and the NEFP 
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score is reduced from 4.1 to 2.4. Furthermore, Table 10-19 shows 
that the district of greatest wealth would have revenue available 
equal to 209 percent of full equalization whereas the district of 
least wealth would have only 56 percent of the revenue required 
for full equalization. 

Equalization Models with the Same Total Revenue as I-A but 

Increasing the Revenue from Local Sources and Decreasing 

State Revenue 

Under Model VII-A, 50 percent of the revenue is provided 
from state sources, 50 percent from local sources, the local levy 
is 16.3 mills, 11 of which is required in support of the foundation 
program leaving a local leeway of 5.3 mills. The requirement of 
11 mills of local effort was selected so that the district of greatest 
wealth would receive no state funds. Under this model, average 
deviation from full equalization is increased from 1.90 percent in 
Model V-B to 5.03 percent and the NEFP score is reduced from 
7.5 to 7.2. Although all of the state’s revenue is used for equali- 
zation purposes under Model VII-A, it is noted that the possibil- 
ity of financial equalization under an equalization model is not as 
great when the state provides 50 percent of state revenue as 
when it provides a higher percent of school revenue. 

Model VII-B shows more clearly the effect on financial equal- 
ization of educational opportunity when the percent of local rev- 
enue is increased and state revenue decreased. Under this model, 
75 percent of revenue is obtained from local sources, 25 percent 
from state sources, the local tax rate increased to 24.452 mills, 
10 mills of which is required in support of the foundation pro- 
gram leaving a local leeway of 14.452 mills. The required local 
effort of 10 mills was selected because the districts of greatest 
wealth would receive no state revenue under this requirement. 
Despite the fact that all of the state revenue is used for equaliza- 
tion, when the state provides only 25 percent of total revenue, 
the average deviation from full equalization is increased from 
5.03 in Model VII-A to 14.25 in Model VII-B and the NEFP score 
is decreased from 7.2 to 5.1. A comparison of Table 10-6 with 
Table 10-21 and data presented in Table 10-23 for Models I-B 
and VII-B will show that a flat grant model when the state pro- 
vides 63 percent of the revenue will equalize educational oppor- 
tunity better than an equalization model when the state provides 
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only 2 5 Percent of the revenue. However, a comparison of Mode 

M ° del . VII - B shows th at if a state provides only 2? 

Si ^ m SCh °°i revenue from state sources, an equalizatior 
model will provide much more financial equalization than a flal 
grant model. 

Complete Local Support Model 

MfvSi 1 t C a w T de J’ th . 6 same total revenue is provided as under 
,?7 a of !* ls provided from a local levy in each dis- 
nct of 32.6024. This model provides for no financial equaliza- 
tion whatsoever The average deviation from full equalization is 

• a f ce f and «J e NEFP SCore is ^ lowest possible score 
on that scale. Tables 10-22 shows that the wealthiest district 

Hn” d fit *7 f e . rcent of the rev enue required for full equaliza- 
tion and the district of least wealth only 39 percent. It can be 

computed from data in Tables 10-4 and 10-10 that if there were 

eauXS 7 tY \ e 7 l]h ° f l0Cal taxes Dist rict 1 could obtain the 
qual zed foundation program shown in Table 10-10 with a levy 

Dl . “vj. whereas it would require a levy of 83 mills in 

D^tact 32 the district of least wealth. This condition shown 

state 6 Pr ° t0tyPe State is typical of the conditions found in most 



° f Pr0gressivity of Tax Structure Under Alternative 

pnrrlf f 1 !) 1 -°’ 23 Sh °i WS the **** P^Sressivity score for each model 
computed in accordance with the methods described in Chapter 

t, ° thl ^ y olume - K 18 observed from this table that the tax 
p ogressivity score is 18.10 for all models from Model I-A 
through Model III. This is due to the fact that the ^portion 
from state and local sources is the same for these models. In 
making the computations of the progressivity scores for the pro- 
totype state the assumption was made that its state tax progres- 
sivity score was the same as the average state and the local score 
was also the same as the average state. Table 9-4 shows that the 

Pf og ' ress i lvlt y score for the average state in 1969 was 
20.49 and the local tax score 14.00. However, if the assumption 
had been made that the state tax progressivity score of the pro- 
totype had been as high as Oregon, 26.7 percent (see Table 9-5) 
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the progressivity score for all of these models would have been 
higher. The data presented in Chapter 9 of this volume show the 
following : 

1. The higher the percent of state revenue derived from rela- 
tively progressive taxes, the higher the progressivity 
score of a state’s tax structure. 

2. The higher the percent of state revenue in relation to 
local tax revenue, the higher the progressivity score of the 
state’s school finance plan. 

3. The higher the percent of school revenue provided from 
federal sources in relation to state and local sources, the 
higher the progressivity score of a state’s school finance 
plan. The progressivity score for federal revenue for 
1969 was 39.90 (see Table 9-4). 

For example, the tax progressivity score would be 25.65 
under a revenue model with 30 percent of the school rev- 
enue provided by the federal government, 60 percent by 
the state and 10 percent by local school districts. 

Table 10-23 shows that the progressivity scores for flat grant 
Models IV-A through IV-C increase as the percent of state rev- 
enue increases. The same trend is observed in equalization 
Models V-A through V-C. However, when the percent of state 
funds is reduced, the tax progressivity score decreases as shown 
in flat grant Models V-A and VI-B and equalization Models VII- 
A and VII-B. Models VIII, the complete local support model, has 
a tax progressivity score of 14.00, the lowest possible score. 

SOME OTHER ALTERNATIVES 

There are numerous other possible variations in school fi- 
nance models. Some of those possible variations are discussed 
below. 

Other Variations in Models Examined 

Following is a list of some of the possible variations : 

1. Various program elements, such as pre-school programs 
and special programs might be added or subtracted. 

2. Cost differentials could be varied. 

3. Special supporting services and facilities such as school 
food service, transportation, summer programs and capi- 
tal outlay could be added or subtracted. 
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TABLE 10-4 

Average Daily Membership, Weighted Average Daily Membership and 
Equalized Valuation of the Prototype State 

Weighted Equalized EAV Per 

Average Average Assessed Pupil in 

Daily Daily Valuation WADM 

District Membership Membership (in thousands) (in Dollars) 



1 


14,230 


2 


10,481 


3 


32,632 


4 


123,318 


5 


6,197 


6 


10,179 


7 


16,220 


8 


1,811 


9 


7,068 


10 


137,329 


11 


3,231 


12 


4,730 


13 


4,065 


14 


166,324 


15 


4,761 


16 


16,649 


17 


73,945 


18 


21,240 


19 


30,017 


20 


14,861 


21 


26,011 


22 


18,968 


23 


6,124 


24 


7,245 


5 


208,014 


z .6 


13,918 


27 


13,677 


28 


2,603 


29 


11,284 


30 


6,631 


31 


6,064 


32 


4,985 


Totals 


1 , 019,401 



17,934 

13,644 

42,274 

160,101 

7,682 

13,223 

19,712 

2,404 

10,792 

177,038 

4,070 

6,164 

6,014 

209,378 

7,238 

22,202 

97,006 

30,139 

39,044 

20,902 

35,508 

27,516 

9,173 

11,612 

324,828 

19,042 

19,353 

3,131 

16,838 

8,139 

9,116 

7,171 

1 , 398,386 



771,363 

660,413 

1 , 286,623 

4 , 624,308 

181,070 

293,313 

429,791 

61,978 

226,790 

3 , 686,843 

78,197 

118,360 

107,616 

3 , 716,068 

122,025 

348,643 

1 , 612,960 

468,200 

666,443 

292,063 

496,610 

341,873 

110,308 

129,830 

3 , 680,364 

209,837 

200,615 

32,243 

141,236 

60,105 

66,219 

60,616 

24 , 739,630 



43,011 

41,074 

30,436 

28,884 

23,671 

22,182 

21,804 

21,621 

21,016 

20,260 

19,213 

19,202 

17,878 

17,743 

16,869 

16,703 

16,697 

16,203 

14,226 

13,972 

13,968 

12,426 

12,026 

11,181 

11,022 

11,020 

10,361 

10,298 

8,388 

7,386 

7,264 

7,068 



4. Other modifying factors such as training and experience 
of teachers could be included or excluded. 

5. Sources of state revenue could be varied. 

6. Sources of local revenue could be varied. 

7. Measures of local ability in equalization models could in- 
clude factors other than equalized valuation. 

The National Educational Finance Project has developed a 
computerized model which can incorporate all of these variations. 
The details of this model are too extensive to be included in this 
volume but are available in a technical monograph published by 
the Project. 
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FIGURE 10-1. MODEL I-A REVENUE PER WEIGHTED 
PUPIL (EXCLUDING TRANSPORTATION) 
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FIGURE 10-2. MODEL I.B REVENUE PER WEIGHTED 
PUPIL (EXCLUDING TRANSPORTATION) 
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FIGURE 10-3. MODEL E-A REVENUE PER WEIGHTED 
PUPIL (EXCLUDING TRANSPORTATION) 



DISTRICT 

I 

3 
5 
7 
9 
I I 
13 
15 
17 

19 

21 

23 

25 

27 

29 

31 




REVENUE PEI CHILD, IN DOLLARS 
REQUIRED LOCAL REVENUE 



£1 LOCAL LEEWAY 




308 



STATE REVENUE 
















804 



ALTERNATIVE FINANCE PROGRAMS 




JZj 

W* 



rH PCI 00 <fiHCO lO© HNNNIOt- WNHWNOOt-OWtO'f 00 

copt^qo^oqtoprHoqoqqopeoqo.rH^Hfqioc^qpto^FPfHrHto 
rHpiAcoV'ri^’^coeorHrH * *cicico^^f^<otoVoot>ooo6©’oioioi 

" SrHrH I iWT 



IO 

to 

to 



iHOwoo^H«wo»HWCicitocoto»o>c-oocie5iHb-^to^f»Heotoeooi 

cooc-iop^MtoprHoqoqciootOHjipoqioioP^c^o^Fiopoooqco 

iHdtocot^w^^eoeoiHiHddoJt^t-'tddiftiowwNiHNiHf-JoJt^t^t-* 

cocirHrHoodpooooooppppppppppppppoooooooo 

rHrHrHrHiHiH»HrHrHrHrH»HrH»H 




§S3IgBSSSS§5SSIS5SSS5S8g82SSS2aSS S 

^qq c ^c^qq«w^tooot>qoo , v qc^ooq^rqt-o)©^ ^fcJ co rH 



U3(OO)ClHN(0 rH JO 



to Cl O CO CO Cl CO Cl 
Cl fH 



8"^ 



*1 

B 




> a 



1HC4 rH t- 



rH t> Cl Cl rH Cl rH 



9 



t- to oocfco too rH kOO rH NCf^ C0*0 ^CO*» oTtO N IOCOOO C> rH t- CP ^ CO 

rH t- GO P rH rH rH rH rH HP 



wcit-ioiototocnoooootooaoeocopS'otOHfNt'Woc-ootot-o to 

PrH&^rtttOOlOlOOPrHI/jqoOOOHPOQOrH’^'OlS'rHClPOiaOrHClOrHtO tO 0 
qo^qiqqoop^qt^o l> e^rH c^c^c^to r^o^r^r^qio CO ^SOrH rH O 

t- tO 00 ©COP 00 rHHf 00 rHCl"cfci CO PCI COt- ©lOdHPlOCO 00 00 rH t-"cO Hf CO tO V 
rH t> t- P ^fHH HH J rH r* 



OOOOtAODOkO 

h* © poqmiooo _ 



„ O Cl © CO i© CO 00 HP kO IO O P P o tO P to h# IQ 1© o o 
6^(OOMtO^lO^5>lO3NWflO5)N0O2OOW 
tO Hf t- 00 © HF HP CO t- P l© Hp p C^t^rH 

8 SiSaM^SSpg^iSlI&ligSSHSS 

cf Cl Cl rH 



rHdeOHpptOC'-OOp©rHClCOHj«l©«Ot>OOc7>©rH 



sssassaassssisassss 



2 2 
IS 
I* 
2 I 

a i 

S < 




> 






o 

ERIC 



ALTERNATIVE STATE FINANCE PLANS 



FIGURE 10-4. MODEL H-B REVENUE PER WEIGHTED 
PUPIL (EXCLUDING TRANSPORTATION) 
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FIGURE 10-5. MODEL E-C REVENUE PER WEIGHTED 
PUPIL (EXCLUDING TRANSPORTATION) 
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FIGURE 10-6. MODEL IT-0 REVENUE PER WEIGHTED 
PUPIL (EXCLUDING TRANSPORTATION) 
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FIGURE 10-7. MODEL IE REVENUE PER WEIGHTED 

PUPIL (EXCLUDING TRANSPORTATION) 
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FIGURE 10-8. MODEL H-A REVENUE PER WEIGHTED 
PUPIL (EXCLUDING TRANSPORTATION) 
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FIGURE 10-9. MODEL E-B REVENUE PER WEIGHTED 
PUPIL (EXCLUDING TRANSPORTATION) 
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FIGURE 10-10. MODEL H-C REVENUE PER WEIGHTED 
PUPIL (EXCLUDING TRANSPORTATION) 
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FIGURE 10-11. MODEL 1-A REVENUE PER WEIGHTED 
PUPIL (EXCLUDING TRANSPORTATION) 



DISTRICT 



I 

3 
5 
7 
9 
I I 
13 
15 
17 

19 

21 

23 

25 

27 

29 

31 




irnWMmM 



a 






&B3QHK K 



3 






T77777? 



X5 









100 200 300 400 800 600 700 800 900 1000 Il'oO 1200 IS 00 1400 



REVENUE PER CHILD, IN DOLLARS 



f~~ 1 REQUIRED local revenue 
STATE REVENUE 



!*H LOCAL LEEWAY 



<334 

O,^ Ij 



■Utt i 






TABLE 10-1&— MODEL V-B 




ALTERNATIVE STATE FINANCE PLANS 



321 



FIGURE 10.12. MODEL T-B REVENUE PER WEIGHTED 
PUPIL (EXCLUDING TRANSPORTATION) 
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FIGURE 10-13. MODEL SIC REVENUE PER WEIGHTED 
PUPIL (EXCLUDING TRANSPORTATION) 
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FIGURE 10-14. MODEL 2I-A REVENUE PER WEIGHTED 
PUPIL (EXCLUDING TRANSPORTATION) 
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FIGURE 10-15. MODEL ¥I-B REVENUE PER WEIGHTED 
PUPIL (EXCLUDING TRANSPORTATION) 
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FIGURE 10-16. MODEL H-A REVENUE PER WEIGHTED 
PUPIL (EXCLUDING TRANSPORTATION) 
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FIGURE 10-17. MODEL mB REVENUE PER WEIGHTED 
PUPIL (EXCLUDING TRANSPORTATION) 
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TABLE 10-22— MODEL VIII 

Total Local Funding of Revenue Totaling $806,671,200 32.6024 Local 
Mill Levy Authorized for All Districts 



District 


Local Rev 
st.eou Mills 
X Eq sal Vai 
in Thousands 
of Dollars 


Revenue 
Per Pupil 
in WA DM 
in Dollars 


Ratio of Diet 
Revenue to 
Comp Equal 
Revenue fa % 


Deviation 
Prom 100% 
Equalized 


i 


26,148 


1,402 


247.73 


147.73 


2 


18,271 


1,339 


237.23 


137.23 


3 


41,947 


992 


174.84 


74.84 


4 


160,764 


942 


163.17 


63.17 


5 


6,903 


768 


131.40 


31.40 


6 


9,663 


723 


124.49 


24.49 


7 


14,012 


711 


119.17 


19.17 


8 


1,695 


706 


119.16 


19.16 


9 


7,394 


685 


114.87 


14.88 


10 


116,940 


661 


114.41 


14.41 


11 


2,649 


626 


106.81 


6.81 


12 


3,869 


626 


107.66 


7.66 


13 


3,506 


683 


99.16 


- .86 


14 


121,120 


678 


100.69 


.69 


15 


3,978 


650 


91.06 


- 8.94 


16 


11,367 


612 


86.34 


-13.66 


17 


49,326 


608 


87.46 


-12.56 


18 


14,938 


496 


86.70 


-14.30 


19 


18,109 


464 


79.01 


-20.99 


20 


9,622 


466 


77.28 


- 22.72 


21 


16,168 


466 


78.07 


-21.93 


22 


11,146 


406 


69.98 


-30.02 


23 


3,696 


392 


65.14 


-34.85 


24 


4,233 


366 


61.86 


-38.14 


25 


116,728 


369 


63.68 


-36.42 


26 


6,841 


359 


61.06 


-38.95 


27 


6,537 


338 


66.32 


-43.68 


28 


1,051 


336 


66.06 


-44.94 


29 


4,605 


273 


46.08 


-63.92 


30 


1,960 


241 


40.60 


-69.60 


31 


2,169 


237 


39.60 


-60.61 


32 


1,660 


230 


39.20 


-60.60 


Totals 
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FIGURE 10-18. MODEL 3EIIE REVENUE PER WEIGHTED 
PUPIL (EXCLUDING TRANSPORTATION) 
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TABLE 10-28 
Rating of Models 



Model* 



Average 

Deviation Scot* On Tan 

from Full NSFP Progreeeivity 

KqualitaUon Sea to Score 



1. Flat grant models with the aame total 
revenue and the aame proportion from 
state and local sources with different 
methods of apportionment 



MODEL I-A Flat grant of $600 
per pupil in ADM, 
unweighted pupils, 
no aid for trans- 





portation, local tax 
rate 12 mills* 


16.42 


4.8 


18.10 


MODEL I-B 


Same total state 
funds as Model I-A 
but state funds are 
distributed on the 
basis of weighted 
pupils, and need for 
transportation and 
same local funds as 
Model I-A. 


11.40 


6.1 


18.10 


2. Equalization models with the same 
total state funds and same total local 
funds as Model I-A 

MODEL II-A Strayer-Haig equal- 
ization formula, un- 
weighted pupils, 
transportation al- 
lotment, 6 mills re- 
quired local effort, 
7 mills local leeway 


11.68 


6.2 


18.10 


MODEL II-B 


Same as Model I-A 
except pupils are 
weighted 


6.66 


6.8 


18.10 



MODEL II-C 

1 

1 


Same as Model II-B 
except required lo- 
cal effort is 10 
mills and local lee- 
way 2 mills 


1.90 


7.6 


18.10 


MODEL II-D 


Complete equali- 
zation, same as Mod- 
el II-A except re- 
quired local effort 
is 12 mills and 
there is no local lee- 
way 


0 . 


8.4 


18.10 
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TABLE 10-28— Rating of Models, — (CONTINUED) 



Models 


Average 
Deviation 
From Full 
Equalisation 


Scots On 
NBFP 
Seals 


Tam 

Progressiva* 

Scots 


8. Percentage equalizing formula 








MODEL III Compared with 

Model II-B 


6.65 


6.8 


18.10 



4. Flat Grant models with the same total 
revenue as in Model I-A but increas- 
ing the proportion of revenues from 
state sources and decreasing local 
revenue 

MODEL IV-A Apportionment 

method the same as 
Model I-B, but limit 
local revenue to 7 



mills and increase 
state appropriation 
the equivalent of 5 
mills 


6.65 


6.4 


19.08 


MODEL IV-B Same as IV-A but 
limit local revenues 
to 4 mills and in- 
crease state appro- 
priation the equiva- 
lent of 8 mills 


8.80 


7.2 


19.69 


MODEL IV-C Complete equaliza- 
tion. apportionment 
method same as 
IV-A except no 
local mill age and 
state appropriation 
increased the equiv- 
alent of 15 mills 


0. 


8.4 


20.49 


B. Equalization models with the same total 
revenue as Model I-A but increasing 
the proportion of revenue from state 
sources and decreasing local revenue 






• 


MODEL V-A Apportionment ac- 
cording to method 
of II-B, 7 mill limit 
on local taxes, 4 
mill required effort, 
3 mill leeway in- 
crease state appro- 
priation the equiv- 
alent of 5 mills 


2.85 


7.1 


19.08 




4 
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TABLE 10-23— Rating of Models— (CONTINUED) 






Average 
Deviation 
From FuU 

Models Equalisation 


Score On 
NEFP 
Scale 


Tax 

Protrreseivity 

Score 


MODEL V-B 


Same as V-A ex- 
cept 4 mill limit on 
local taxes, 2 mill 
required effort, 2 
mill local leeway 
and increase state 
funds the equiva- 
lent of 8 mills 


1.90 


7.5 


19.69 


MODEL V-C 


Complete equaliza- 
tion, same as V-A 
except no local 
taxes and state ap- 
propriation in- 
creased the equiv- 
lent of 12 mills 


0 . 


8.4 


20.49 


6. Flat grant models with the same total 
revenue as 1-A but increasing the pro- 
portion of revenue from local sources 
and decreasing state revenue 








MODEL VI-A 


Apportionment 
method the same as 
I-B, 60% of rev- 
enue from state re- 
sources and 60% 
local revenue, local 
levy 16.3 mills 


15.48 


4.1 


17.26 


MODEL VI-B 


Same as VI-A ex- 
cept state revenue 
25%, local revenue 
75% and local tax 
rate 24.452 mills 


23.23 


2.4 


16.62 



7. Equalization models with the same total 
revenue as I-A but increasing the rev- 
enue from local sources and decreasing 
state revenue 



MODEL VII-A 50% of revenue 
from state sources. 
60% from local 
sources, apportion- 
ment according to 
method II-B, except 
total local millage 
of 16.3 mills, 11 
mills required ef- 
fort and local lee- 
way of 6.3 mills 



6.03 



7.2 17.26 



i 
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TABLE 10-23— Rating op Models, — (CONTINUED) 



Average 
Deviation 
From Full 

Models Equalization 


Score On 
NEFP 
Scale 


Tax 

Progreeeivity 

Score 


MODEL VII-B Same as VII-A ex- 
cept state revenue 
26%, local revenue 
76%, local millage 
24.462, required 

local effort of 10 
mills and local lee- 
way of 14.452 mills 


14.29 


6.1 


15.62 


8. Complete local support model 








MODEL VIII Same total revenue 
as Model I-A f all 
local revenue, local 
tax rate of 32.6024 
mills 


30.98 


1.0 


14.00 



*Ir» all of these models, the assumption is made that all districts levy the 
legal maximum tax rate because that rate represents the local revenue po- 
tential. 



The Incentive Grant Model 

As pointed out above, an incentive grant can be added to the 
percentage equalizing or state aid ratio model and the Strayer- 
Haig model. It is difficult to examine the impact of the incentive 
grant model by all of the same methods used to examine the 
other models presented above. However, it is possible to com- 
pare an incentive grant model with an equalization model with 
a fixed level foundation program by graphical methods if as- 
sumptions are made with respect to variations among districts 
in local tax effort. 

The incentive grant model is compared with Equalization 
Model II-C below. Table 10-24 shows the revenue per weighted 
pupil in average daily membership (excluding transportation) 
from : (a) the required local levy, (b) the state and (c) from 
local leeway taxes for Model II-C. The data are shown only for 
one-half of the districts in the prototype 3tate, randomly selected 
in order of wealth in order to simplify the chart developed from 
this table. Data for transportation are also excluded in order to 
simplify the two models, the assumption being made that the 
allowable costs of transportation would be funded by the state in 
both models. 
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TABLE 10-24 

Revenue Per Weighted Pupil In ADM From Required Local Effort, 
From the State and From Local Leeway Levy Under Model II-C, 
Table 10-9 (Excluding Revenue for Transportation) for 
Sample Districts From the Prototype State 



District 


Revenue 
Per Weighted 
Pupil From 
Required 
Local Effort • 


Revenue 

Per 

Weighted 
Pupil From 
The State b 


Revenue 
Per Pupil 
From Local 
Leeway 
Taxes'' 


Total 
Revenue 
Per 
Pupil < 


Col. 1 


Col. t 


Col. 3 


Col. 4 


Col. 5 


1 


430. 


99. 


86. 


615. 


3 


304. 


225. 


61. 


690. 


6 


236. 


293. 


47. 


676. 


7 


218. 


311. 


44. 


673. 


9 


210. 


319. 


42. 


671. 


11 


192. 


337. 


38. 


667. 


13 


179. 


350. 


36. 


665. 


15 


169. 


360. 


34. 


663. 


17 


166. 


373. 


31. 


660. 


19 


142. 


388. 


28. 


658. 


21 


140. 


390. 


28. 


668. 


23 


120. 


409. 


24. 


653. 


25 


110. 


419. 


22. 


661. 


27 


104. 


425. 


21. 


660. 


29 


84. 


445. 


17. 


646. 


31 


73. 


456. 


16. 


644. 



‘Column 6 of Table 10-9 4 - Column 3 of Table 10-4. 

"Column 6 of Table 10-9 -Column 2 of Table 10-9 4 - Column 3 of Table 
10-4. 

'Column 7 of Table 10-9 4 - Column 3 of Table 10-4. 
d The sum of Co'umns 2+3+4 of Table 10-24. 



Table 10-25 shows the computation of the funds available to 
the same selected sixteen districts under an incentive grant for- 
mula with the following assumptions : 

1. The same weighted pupils are used in the incentive grant 
model as in Model II-C. 

2. A mandated minimum levy of 10 mills is required for the 
incentive grant model and districts have the option of 
levying up to 17 mills. 

3. The same percentage of state funds for the district of av- 
erage wealth is provided for in the incentive grant for- 
mula as in Model II-C for the same mandated local effort. 

4. The sixteen districts levy the tax rates indicated. 

Table 10-26 shows the revenue per weighted pupil in average 
daily membership for the sixteen districts from: (1) local taxes 
and (2) the state for the incentive grant model. 
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TABLE 10-2B 

The Percentage Equalizing or State Aid Ratio Model for Selected 
Districts From the Prototype State With the Percent of State Aid 
Provided for the District of Average Wealth Equivalent to That 
Provided In Model II-C (Excluding Revenue for Transportation) 



District 


Number 
of Mills 
of Local 
Taxes 
Levied 


Local 

Tax 

Revenue * 


State 
Aid 
Ratio b 


State 

Appro - 

priation * 


Total 

Revenue * 


Col 1 


Col . 2 


Col . 3 


Col . i 


Col . s 


Col . e 


1 


12 


9,266,347. 


.2301-1 


2,129,886. 


11.386,232. 


3 


17 


21,872,691. 


.7383-1 


16,148,634. 


38,021,126. 


5 


15 


2,716,048. 


1.2446-1 


3,380,393. 


6,096,441. 


7 


14 


6,017,066. 


1.4226-1 


8,583,946. 


14,601,012. 


9 


16 


3,628,637. 


1.6177-1 


6,607,182. 


9,136,819. 


11 


16 


1,261,148. 


1.7637-1 


2,194,138. 


3,446,286. 


13 


13 


1,397,720. 


1.9694-1 


2,738,693. 


4,136,413. 


16 


14 


1,708,349. 


2.1383-1 


3,652,963. 


6,361,312. 


17 


17 


26,720,337. 


2.3922-1 


61,528,190. 


87,248,627. 


19 


12 


6,665,308. 


2.7191-1 


18,123,639. 


24,788,947. 


21 


16 


7,434,142. 


2.7906-1 


20,746,717. 


28,179,869. 


23 


13 


1,434,003. 


3.3997-1 


4,876,180. 


6,309,183. 


26 


17 


60,866,171. 


3.8001-1 


231,297,636. 


292,163,707. 


27 


14 


2,807,209. 


4.1066-1 


11,637,804. 


14,336,013. 


29 


16 


2,118,638. 


6.3077-1 


11,244,664. 


13,363,102. 


31 


12 


794,627. 


6.2836-1 


4,993,118. 


6,787,746. 



•Column 2 of Table 10-26 X Column 4 of Table 10-4. 

"(Column 6 of Table 10-9 — Column 2 of Table 10-9) Column 6 of 
Table 10-9. Use decimals to 4 places. 

'Coiamn 3 of Table 10-2B X Column 4 of Table 10-2B. 
d The sum of Columns 3 and 6 of Table 10-2B. 



Figure 10-5 shows the data for Model II-C and Figure 10-19 
for the incentive grant model. The following conclusions can be 
drawn from a comparison of these two charts : 

1. The financial equalization of educational opportunity is 
disequalized by the incentive grant mode! as compared 
with Model II-C because under the incentive grant model, 
the level of the program guaranteed by the state in a dis- 
trict depends upon its local tax effort rather than varia- 
tions in educational need as compared with other districts. 

2. Both local tax revenue and state appropriations are in- 
creased under the incentive grant model. 

The incentive grant model was developed some years ago pri- 
marily to stimulate innovation and the improvement of the qual- 
ity of education. It had been observed in some states that there 
was a tendency for the public to become satisfied with a fixed 



